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FORUM: PNTR/WTO: A GOOD DEAL FOR U.S.
SMALL BUSINESSES IN CHINA?

WEDNESDAY, MARCH 7, 2001

UNITED STATES SENATE,
COMMITTEE ON SMALL BUSINESS,
Washington, DC.

The Committee met, pursuant to notice, at 9:33 a.m., in room
SR—428A, Russell Senate Office Building, The Honorable Chris-
topher S. Bond, Chairman of the Committee, presiding.

Present: Senators Bond and Kerry.

OPENING STATEMENT OF CHRISTOPHER S. BOND, CHAIRMAN,
SENATE COMMITTEE ON SMALL BUSINESS, AND A UNITED
STATES SENATOR FROM THE STATE OF MISSOURI

Chairman BOND. Good morning everyone and welcome. We are
delighted to have you here today to talk about China. We were a
little busy yesterday with matters on the floor which were of great
interest to small business and to which we had a successful out-
come.

I regret to tell you that as we speak the Health, Education,
Labor, and Pensions Committee on which I also serve is holding a
markup, and that means I have to be there to vote the proxies. So
I am going to get this operation started and leave the discussions
to you all.

We are very interested in this subject and delighted to see so
many of you who come to talk about how PNTR and WTO member-
ship is a good deal for U.S. small business in China. There’s a
question mark at the end of that title. I have a very strong view
what the answer should be, but this is something that we want all
of you to discuss.

This is the second roundtable forum that we’ve had in the 107th
Congress and I appreciate the opportunity to be with you to start
off the discussion of the opportunities and pitfalls of doing business
in China. Our discussion is intended to examine the Federal Gov-
ernment programs and policies that are designed to help business
to export their products and services to China.

Back quite a few years ago when I was Governor of Missouri, I
was a strong advocate for the development of export opportunities
because I believed that the economy of my State would benefit from
the opening of developing markets to U.S. products. We did trade
missions to many countries including China.

I will tell you parenthetically that I went there in 1984 to set up
a cooperative venture between agricultural activities, pork pro-
ducers, feed manufacturers, animal health specialists who thought
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we had a great proposal to help improve the production of hogs in
China. Hogs in China were 30 percent lean meat and 70 percent
fat. Ours were just the opposite, 70 percent lean, 30 percent fat.
They wanted to find out how they could develop a pork industry
more like the United States. That was fine.

We met with the Bureau of Cereal Food, Oil, and Grain and they
said we had to go to the Agricultural Minister, who said we had
to go to the Minister of Foreign Affairs. That has only been 17
years and we are still waiting for a final report. So needless to say,
the pork producers, feed manufacturers, and animal health special-
ists in Missouri are getting a little skeptical about the ability of the
Chinese central government to carry through with their promises.
We recognize that there are some problems that some of you who
have had experience may be able to shed a little light on and how
we can overcome those problems.

But I started out working for the State of Missouri and I carried
that commitment to the United States Senate. And because I be-
lieve it is critical that we in Congress recognize that unless our
businesses, American businesses of all size, seize the opportunities
provided by our trade agreements, then we are going to miss out
on some tremendous opportunities. With a population of 1.3 billion
people, the Chinese market is unquestionably becoming one of the
most significant in the world and one that should not be ignored
by U.S. small business.

I know from having worked on the district export council during
the time I was trying to earn an honest living in the real world
that it is difficult to get small businesses to make that leap to get
into the market. But I think the opportunities are there.

I understand the Chinese government estimated that if China’s
economic growth is sustained for the coming decade then the econ-
omy could double by the year 2010. We only need to look at the
current trade deficit we have with China to wonder whether or not
we are doing all we can to take advantage of these opportunities.
In the year 2000 we exported about $16.3 billion of goods and serv-
ices to China while importing $100 billion from China; surpassing
Japan as our largest trade deficit with any particular country.

As all of you, I am sure are well aware, last year Congress ap-
proved the permanent normalization trade relations between the
U.S. and China, but that approval was contingent on China’s acces-
sion into the WTO. We are going to have a brief summary of where
we stand before we begin the discussions. The negotiations between
China and the WTO have continued at a slower pace than expected
and it is possible that we may get an opportunity to vote again on
extending normal trade relations again this year. We hope that is
the last time we have to do it.

China’s accession to the WTO would mean that U.S. businesses
will enjoy a more favorable trading climate with China than at al-
most any time in history. Many of the trade barriers erected by the
Chinese government to protect domestic industry will be eliminated
and import tariffs will be substantially reduced. At least that is
what we hope. In addition, concern over weak legal protections, in-
tellectual property laws that previously have bedeviled our trade
relations between the U.S. and China, should be addressed.
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It appears to us that there are two distinct types of trade bar-
riers that business must overcome to be successful in China. The
first includes formal trade concerns which should be dealt with by
China in the WTO. The second, however, are more subtle barriers
that are not easily resolved.

U.S. business owners who have been successful in China have
told the Committee that their success has come in no small meas-
ure from their willingness to adapt to the Chinese business culture.
Many businesses have found that by employing representatives on
the ground in China they have been able to develop the personal
and business relationships that are critical to doing business in
China. The Chinese business culture emphasizes quanxi, or what
we call connections, and reflects the importance of establishing per-
sonal relationships prior to the establishment of a business rela-
tionship.

I also have spent time talking with American businesses, some
of our major businesses doing significant transactions in China.
They regretfully inform me that in the past they have seen that an
executed, signed, sealed, and delivered contract in China is some-
times only a temporary pause in the negotiations over the details
of t}}lle trade arrangement. Some of you may be able to shed light
on that.

The Federal Government has a lot of programs to help busi-
nesses become successful exporters, and the Committee is inter-
ested in knowing how these programs are being used. If small busi-
nesses are not utilizing the programs, what can we do to make it
easier to use them. We are also interested in the Committee on
policies and programs the Federal Government is not currently
supporting and providing but should be.

To help us understand these issues we have invited a panel of
experts to join us. We have Peter Bowe, the president of Ellicott
International in Baltimore, Maryland. Ellicott has been exporting
dredging equipment to China since 1979. Mr. Bowe is able to talk
about just how the business climate in China has changed since
the end of the Cultural Revolution.

We have Mr. David Eisenhaure, president and chief executive of-
ficer of SatCon Technology Corporation in Cambridge. It exports to
China products that improve air quality.

We also have Dr. Robert Kapp from the U.S.-China Business
Council. Then we will hear from a frequent friend at the Small
Business Committee, Susan Au Allen, president of the U.S.-Pan
Asian American Chamber of Commerce. Finally, we will hear from
Peter Hale, who is the acting director of the Office of Policy Coordi-
nation and International Trade Administration from the Depart-
ment of Commerce.

Before turning to our panelists, let me encourage everyone to
take an active part in discussions. I hope that everyone will think
about areas where the Small Business Committee can be of assist-
ance by encouraging dialogue or by providing a voice for small busi-
ness when Congress debates exporting issues.

I might say for those of you who wish to speak, if you would set
your nameplate up on the side we will be able to identify and call
on you in order. We will be producing a formal transcript of today’s
forum and we will hold the record open for two weeks. We invite
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additional statements or information you would like to submit for
the record. This forum is also being carried live via our committee’s
own web site.
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Senator Christopher S. Bond
PNTR/WTO: A Good Deal for U.S. Smali Businesses in China?

Opening Remarks

Good mbming. The Committee on Small Business welcomes you our forum entitled
“‘PNTR/WTO: A Good Deal for U.S. Small Businesses in China?” This is our second
forum of the 107" Congress. Thank you very much for joining us today. This forum is
intended to stimulate a greater discussion of the opportunities and pitfalls associated
with doing business in China. In addition, this discussion is intended to examine the
Federal government programs and policies that are designed to help business to export

their products or services to China.

As Governor of Missouri, | was a strong advocate for the development of export
opportunities because | believed that the economy of my state would benefit from the
opening of developing markets to U.S. products. | have carried that commitment to
foreign trade to the United States Senate. | believe that it is critical that we in Congress
recognize that unless U.S. businesses of all sizes seize the opportunities provided by
our trade agreements, then our economy will not benefit as significantly as it could.
With a population of 1.3 billion pecple, the Chinese market is unguestionably becoming
one of the most significant in the world and one that should not ignored by U.S. small .
businesses. Recently, the Chinese government estimated that if China’s economic
growth rate is sustained for the coming decade, then the Chinese economy would

double by 2010.
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One need only look at the current trade deficit we have with China to wonder whether
or not we are doing all we can to take advantage of our new opportunities. [n 2000, the
United States exported $16.3 billion of goods and services to China, while importing
$100 billion of goods and services from China, surpassing Japan as our laréest trade

deficit with any particular country,b

As everyone here knows, last year Congress approved permanent normalization of
trade relations between the United Sates and China. This approval, however, was
contignent on China’s accession into the WTO. Since that time, the negotiations
between China and the WTO have continued at a slower pace than expected and it is
very possible that Congress will have to vote to approve an extension of normal trade
relations again this year. Hopefully, that will be the last extension and China will

become a full member of the WTO.

China’s accession to the WTO should mean that U.S. businesses will enjoy a more
favorable trading climate with China than at almost any time in our history. Many of the
trade barriers erected by the Chinese government to protect domestic industry will be
eliminated and import tariffs will be substantially reduced. In additioﬁ, concerns over
weak legal protections and intellectual property laws that previously bedeviled trade

relations between the United States and China will be addressed.

It appears that there are two distinct types of trade barriers that businesses must

overcome to be successful in China. The first group includes formal trade concemns
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should be dealt with by the agreement between China and the World Trade
Organization. The second group, however, are the more subtle barriers to trade that

are not easily resolved.

U.S. businesses owners who have been successful in China have told the Committee
staff that their success has come in no small measure from their willingness tc adapt to
the Chinese business culture. Many businesses have found that by employing
representatives on the ground in China, they have been able to develop the personal
and business relationships that are critical to doing business in China. The Chinese
business culture emphasizes what they call “guanxi” (orn. Quanshee), or what we call
‘connections”, and reflects the importance of establishing personal relaﬁonships prior to

the establishment of a business relationship.

The Federal government has many programs designed to help businesses become
successful exporters. The Committee is interested in how these programs are being
used. If small businesses are not utilizing these programs we would like to explore
ways in which the Small Business Committee can work to improve them. In addition,
the Committee is interested in policies and programs that the Federaf government is not

currently supporting or providing, but should be considered.

To help us more fully understand these issues we have invited a panel of experts to join
us. First, we have Peter Bowe (pm. Bowie), the President of Ellicott International in

Baltimore, Maryland. Ellicott International has been exporting dredging equipment to
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China since 1979, and Mr. Bowe is able to talk about just how the business climate in
China has changed since the end of the Cultural Revolution. Thereafter, we have Mr.
David B. Eisenhaure, who is the President and Chief Executive Officer of SatCon
Technology Corporation in Cambridge, Massachusetts. Satcon exports to China
products that improve air quality. We also have Dr. Robert Kapp from the US-China
Business Council. Then, we will hear from Susan Au Allen who is the President of the
US Pan Asian American Chamber of Commerce. Finally, we will hear from and Peter
Hale who is the acting director of the Office of Policy Coordination at the International

Trade Administration from the Department of Commerce.

Before turning to our panelists, let me encourage everyone {0 take an active partin the
discussion portion of this forum. In that regard, | hope that everyone will think about
areas where the Small Business Commitiee can be of assistance, by sncouraging
dialogue, or by providing a voice for small businesses when Congress debates

exporting issues.

Also, we will be producing a formal transcript of today’s forum. We will hold the record
open for two weeks and we invite any additional statements or information you would
like to submit for the record. Also, | should add that today's forum is being carried live

via our the Committee’s own web site.
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Let me reiterate the invitation for those of you at the table and
our guests in the audience who will have thoughts to add, please
do so within that two-week period. If you are like I am, you will
find that some of the best ideas that should have been added to
this discussion probably will occur to you about 11:00 tonight. That
is why we keep the record open so we can get that information.

As T indicated, prior to starting the roundtable discussion I
would like to call on Adam Cowles, who is the Assistant Director
for International Affairs and Trade at the General Accounting Of-
fice, the GAO, to give us a brief update on the current status of
China’s accession to the WTO. Mr. Cowles, you might pull up that
microphone or grab a microphone somewhere so we can get it re-
corded and so it will be carried on the web.

Mr. CowLES. At GAO we have been doing work for the past 3
years helping Congress track progress

Chairman BoND. Adam, would you grab that microphone and
pick it up? I think you have to pick up the whole thing.

Mr. COWLES. Actually, I am going to go over and

Chairman BoND. Okay. Steal one from Mr. Freedenberg, then.

Mr. CowLES. Okay. I am going to do a little Vanna White thing
here, too. Okay. I am going to whiz through this really fast, but
just to give you an idea of where we are in the negotiations.

First, you know that there are two parallel tracks in the negotia-
tions: bilateral negotiations on market access issues like tariffs and
services and non-tariff barriers like quotas and certain agricultural
issues. Those are generally concluded with the exception of Mexico
and a few clean-up issues, but I will get back to that. The multilat-
eral negotiations are on how the WTO rules will apply to China,
as many of you know there are still a few outstanding issues. I am
not going to go into any detail about them, but the ones that you
hear about in the news are subsidies, industrial and agricultural
subsidies, what restrictions will apply, how trading rights will be
phased in for the first 3 years of the agreement.

There are some services issues left over from the bilateral nego-
tiations on definitional issues, what the commitments will cover.
There are some things on how product standards will be regulated
in China, and there is a variety of others.

So, well, what happens? These negotiations all conclude, and
they result in an accession package, a document, an agreement
that augments China’s WTO commitments. And so the next work-
ing party meeting is scheduled for April.

Now, hopefully, that means that those negotiations, if they are
lucky, they can conclude and wrap them all up. But then they have
lots of clerical work to do: drafting the final agreement, finalizing
the language and things like that. The text is probably going to be
over 100 pages long, and so they have a lot of, you know, nitty-grit-
ty work to do to get that all done.

So if the prognosis is that they can finish that by the first of
May, if they are lucky, then what happens? Then the WT'O mem-
bers will review the final accession package, and this will most
likely take about 2 months, in part because of some things that the
EU has to go over. This is the time when the President is going
to consult with Congress over the package and make all the nec-
essary certifications under last year’s PNTR legislation.
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So by the time that gets done, that will all be in—take you
through June, and then the package—once all the members are
ready to sign off on it, they will report it to the WTO General
Council, which is the highest body in the WTO. Their next regu-
larly scheduled meeting that would fit in with this scenario would
be in mid-July. So they meet then to approve the package, and at
that point, assuming they approve it, all the WT'O members’ roles
are finished. The agreement, the terms and conditions of the agree-
ment were finished up here when the package is reported out of
the working party. There is no more negotiation. The terms and
conditions are locked in forever.

At this point, the General Council approves the package. The
WTO members are all done with their rule, but yet China is still
not a member. Well, what happens next? The burden then goes to
China. The Chinese Standing Committee of the National People’s
Congress will meet to ratify China’s acceptance, and they will com-
plete the implementation steps that they feel necessary, because
the day they walk into the WTO, they have to fulfill—you know,
be willing to fulfill all of the commitments that they have signed
on to.

Now, what happens, though, is that the People’s Congress meets
about every 60 days, the Standing Committee, but they can call a
special meeting for that. And so that takes you into—if you take
a minimum of 30 days for that to call the 155 members, that takes
you into August. And then when they deposit their articles of ratifi-
cation at the WTO, there is then a 30-day waiting period that is
imposed on China, and so that takes you into September. And that
is all supposing that everything goes right and fast and good in the
next meeting of the WTO.

Then at that point, 17 years of negotiations are concluded, and
a lot of people in this room are very happy. [Laughter.]

Chairman BOND. Thank you, sir. So if everything works, if every-
thing works right, that is the timetable we are looking at. Well, I
guess we keep our fingers crossed.

At this point let’s turn to the presentations of our guest panel-
ists. I am going to have to take my leave, but I will now call on
Mr. Bowe to begin. Thank you all very much for being with us
today, and I look forward to seeing the record of the proceedings.
Thanks so much.

STATEMENT OF PETER A. BOWE, PRESIDENT, ELLICOTT MA-
CHINE CORPORATION INTERNATIONAL, BALTIMORE, MARY-
LAND, AND VICE CHAIRMAN, SMALL BUSINESS EXPORTERS
ASSOCIATION

Mr. BOWE. Thank you, Mr. Chairman.

I am Peter Bowe. I am speaking on behalf of not only Ellicott
Machine but also on behalf of the Small Business Exporters Asso-
ciation, of which I am vice chairman. Ellicott makes dredges for
port construction, harbor construction, land reclamation, mining,
and environmental cleanup. We have been actively involved in ex-
porting ever since we built all the dredges used in the original con-
struction of the Panama Canal.

However, our experience in China has been erratic until recently.
In 1977, we sold a big dredge for a harbor development for $3 mil-



11

lion. In 1985, we sold a $1 million dredge to western China for salt
mining. That was it until a few years ago.

However, the Chinese market for dredging equipment is the larg-
est market in the world, but it has been dominated by our Dutch
and German competitors, who have not only strong governmental
advocacy on their behalf but special financing.

What we did to get started in a more organized way was to par-
ticipate as a sponsor of a public-private partnership in 1996 be-
tween the State of Maryland and ten exporters. This partnership
established an office in Shanghai focusing not only on those ten
sponsors but all Maryland companies wishing to enter the China
market.

Our Chinese office, which was effectively subsidized by the State
of Maryland, was still expensive. However, we persisted because we
were committed to China, and we knew that it was not cheap to
enter new markets like that. We have experience based on harder
markets, like Vietnam and Egypt.

Our Chinese office has been successful. In 1999, after 3 years of
effort, we had a $1 million sale for harbor dredging equipment, and
last year we had a $300,000 sale of two small dredges for environ-
mental cleanup. I think this latter sale is perhaps more interesting
and significant than the larger-dollar sale because it shows that
the Chinese are now willing to consider their environmental needs
and spend money on that, as opposed to economic infrastructure
projects, which we typically associate with China.

PNTR will be helpful to Ellicott in two respects. First, lower du-
ties on capital equipment are always advantageous in improving
the competitiveness of new equipment compared to used equipment
or locally manufactured equipment. Lower duties mean lower
prices on imported equipment. It is that simple.

Secondly, the next phase of our marketing plan in China involves
the use of locally manufactured components with technology trans-
fer, where we will use those components in our dredges. However,
we are obviously reluctant to engage in technology transfer when
there are issues and risks of intellectual property protection. PNTR
will advance intellectual property rights protection and thus in-
crease our comfort level in proceeding with this part of our plan.

Based on these two points alone, we are strong supporters of
PNTR, and based on that we predict that we will be doing a million
dollars a year in China on a regular basis.

However, this does not mean that issues for American exporters
to China, especially capital equipment exporters, are solved or that
the coast is clear for unrestricted export growth. The biggest issue
we have to deal with is the unavailability of financing for American
exporters comparable to what our foreign competition offers. Just
this month, we lost a $4 million sale to a Dutch competitor for
China who offered special financing. Attached to my written testi-
mony is a copy of the Dutch ORET soft loan financing program for
China. This program has led to the export of $450 million of Dutch
exports to China over the last 11 years. That is from a country
with just 17 million people. Think of what the French and Ger-
mans are doing.

This financing includes a 35-percent grant element and some-
times more. Not surprisingly, the Chinese like that.
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The U.S. Ex-Im Bank has shown a special interest in the Chi-
nese market by establishing an office there. We think that is a
great idea. However, Ex-Im’s restrictions on matching foreign tied
aid loans such as the Dutch program, and now the risk of a re-
duced Ex-Im budget, make Ex-Im’s financing far less attractive
than what our competitors offer all the time. This will continue to
be a big problem unless Congress agrees that we need to act as ag-
gressively as our competitors do in the financing arena.

In response to a specific question from the Small Business Com-
mittee staff, we prepared a list of five points that we think small
businesses should consider when approaching the China market.

Number one, translate marketing materials into Chinese. It is
obvious, self-explanatory, but you have to do it.

Number two, establish a presence in China. It can take many
forms, and there are many ways of facilitating that. You can use
the Foreign Commercial Service. There are 10 States with offices
there, industry trade associations, but you have to do it.

Number three, go there. Any exporter must take the trouble to
visit China to see what the problems and opportunities are.

Number four, introduce your product and services via seminars.
We have found this is a great method to introduce new concepts
and products. You invite Chinese people to come for a formal pres-
entation.

Number five, be patient and be prepared to spend some money
to develop the market. This also means don’t wait to act and don’t
be afraid to make mistakes. Everyone does. You have got to be pre-
pared for several years of effort before you can achieve results.

For capital equipment exporters, I would add a sixth point of un-
derstanding the importance of financing. You have to know what
Ex-Im Bank can do, that is the primary U.S. agency involved, but
you also have to know what your foreign competition is offering.
China is a large market, but it is complicated and it is not for ev-
eryone.

Thank you.

[The prepared statement of Mr. Bowe follows:]
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Peter A. Bowe, President, EHicott Machine Corporation International
and Vice Chairman, Small Business Exporters Association
1611 Bush Street » Baltimore, Maryland 21230 « Tel 410-545-0205

March 7,2001
Senate Committee on Small Business Forum entitled
"PNTR/WTO: A Good Deal for U.S. Small Businesses in China?"

This testimony is offered on behalf of Ellicott Machine Corporation International, a dredge equipment
manufacturing company based in Baltimore, and the Small Business Exporters Association of which I
am currently Vice Chairman. EHicott Machine makes dredges for port construction, mining, land
reclamation and environmental cleanup such as lake restoration and contaminated sediment removal.
Eliicott has been actively involved in exporting since building all the dredges used in the original
construction of the Panama Canal.

Ellicott's history in China was erratic until recently. In 1977 we sold a $3 million dredge for port
construction. In 1985 we sold a million dollar dredge for salt mining. This was the sum total of our
sales until two years ago.

The Chinese market for dredging equipment is the largest in the world, and has been dominated by
Dutch and German suppliers who have relied on governmental advocacy and special financing.

Recognizing the China opporfunity in the 1980's, Ellicott began a program of familiarization primarily
through an exchange of interns. This assisted us in developing relationships and translation of
marketing materials.

Our most important step was to participate as a sponsor in 1996 of a public-private partnership between
the State of Maryland and 10 Maryland exporters. This partnership established an office in Shanghai
focusing on the 10 sponsors, but also supporting all Maryland companies wishing to enter the China
market. Our Chinese office, although effectively subsidized by the State of Maryland, was still not
cheap. Nonetheless we persisted given our commitinent to the Chinese market and our patience with the
time needed to develop such markets - patience developed through our experience in exporting to other
developing countries over the years.

Our Chinese office has been successful. In 1999, after three years of effort, we had 3 §1 million sale for
harbor dredging equipment and in the year 2000 a $300,000 sale for environmental cleanup dredges.
This latter sale is perhaps more significant than the larger one because it indicates that the Chinese are
now willing to spend money on environmental projects, a fairly new development, in addition to
traditional infrastructure projects.

The advent of PNTR will be helpful to us in two respects.

First, lower duties on capital equipment are always advantageous in improving the relative advantage of
new equipment compared to both used equipment and locally made Chinese equipment. Lower duties
mean lower prices on imported products.

It is that simple.

Secondly, the next phase of our marketing plan in China will involve the use of locally manufactured

components with technology transfer from Ellicott with such components to be incorporated into our
equipment. However, we are reluctant to engage in technology transfer when issues of intellectual
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property protection are unclear. PNTR will advance intellectual property rights protection and thus
therease our comfort level in proceeding with our market plan for China. Based on these two points
alone we are strong supporters of PNTR. And Ellicott is poised for additional sales to China in the near
future.

This does not mean that issues for American exporters to China, especially capital equipment exporters,
are now solved and the coast clear for unrestricted export growth.

The biggest issue we have to deal with is the relative unavailability of financing for American
equipment exporters on terms comparable to those offered by our foreign competitors. Just this month
we lost a $4 million order to our Dutch competitor because of special financing offered by the Dutch.
Attached to my testimony is a copy of the Dutch ORET soft loan financing regime for China which has
lead to the export of $450 million worth of Dutch products over the last 11 years. This financing
includes at least a 35% grant element, and sometimes more. Not surprisingly, the Chinese like such
terms.

U.8. Eximbank has shown special interest in the China market by establishing a dedicated foreign office
- in China - a very good idea. However Exim's restrictions on maiching foreign tied aid loans such as the
Dutch ORET program, and now the risk of a reduced budget proposal for Eximbank, make Eximbank's
financing far less attractive than what our foreign competitors routinely offer. This will continue to be a
big problem until Congress agrees that we need to act as aggressively as our foreign competitors do in
the financing field.

Interestingly, the State of Maryland China office - now managed by a private contractor - just moved
out of the Department of Commerce Shanghai office to a new location. The Department of Commerce
had the great idea of being an incubator, i.¢., sponsoring State offices as subtenants. Unfortunately, the
Commerce Department building lease was signed at the peak of the real estate market, and current
government requirements for full cost recovery mean that the office is very overpriced under current
real estate market conditions.

In response to a specific question of the Small Business Committee Staff, we have prepared a list of five
points of a successful Chinese market plan for small business exporters.

1. T‘ranslatfonlof‘ materials into Chinese language. This point is self-explanatory but needs to be
followed.
2. Establish a presence in China. This presence can be facilitated by many organizations: the

Foreign Commercial Service of the Department of Commerce, individual States - at least 10 have
Chinese offices, industry trade associations, or World Trade Centers. To be successful the presence can
take many forms but there is no avoiding it.

3. Qo there. Any exporler must take the trouble to visit the China market repeatedly to understand
what the opportunities and problems are.

4. Introduce your product or services via seminars, Seminars with formal presentations and a
carefully prepared invitation list are a typical method for getting one's product established in China.

5. Be patient and be prepared to spend some money to develop the market. This also means don't
wait to act or be afraid of making mistakes. An exporter must be prepared for several years of effort
before results can be achieved.
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For capital equipment exporters [ would add a 6° point of understanding the importance of financing.
This means not only talking to Eximbank, which is the primary U.S. agency involved, but understanding
what the foreign competition is doing. China is a large market, but it is not for everyone.
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Dutch Special Financing for China

Attachment to Peter A. Bowe Testimony March 7, 2001

The attached transiation came from Douglas Lee from the US Embassy in
Beijing.
-Ning Shao

Practical Handbook of Foreign Loans
Page 88-87

Il Holland Government Loans
1. Loan Management Entities

The Ministry of Foreign Affairs and the Ministry of Economic Businesses are
the approving entities regarding loan management. The government entrusts
the NEI to appraise the loan application projects, while the Ministry of
Finance is responsible for the inspection of whether the projects are in
violation of any international agreements. The three above-mentioned
Ministries also form the IPC to review the applying qualification of the
projects. NIOBANK signs and implements the loan/grant agreements on behaif
of the Netherlands Government.

2. Loans made to China (Summary)

The Netherlands Government started to provide China with mixed government
loans in 1987. Untit 31 Dec.1998, China has actually used Netherlands
government loans amount in 58 valid projects for USD 446 miliion.

Currently, guarantors that handle Netherlands government loans are the
China EX-IM, Bank of China, Chinese Construction Bank, ICBC, Agricuitural
Bank of China and Bank of Communication.

3. Loan Conditions (Summary)

Netherlands Government loans are implemented through ORET and MILIEV.
Loans are made up of two paris - grant and export credit. When the
Netherlands Prime Minister promised the loans in 1995, soft money accounted
for 40% for ORET projects and the rest was export credits. The loan period

is usually 7 to 8 years. Annual interest rates vary from 4% to 7%. For
MILIEV projects, soft money percentage is usually 60%, the remaining part
can be export credit or selfraised money from the loan applicants. In

1997, the percentage of ORET soft money was adjusted to 45%. ORET and
MILIEV have been merged into one program since Jan 1st 1998. Soft money
percentage was dropped to 35% for new projects; however, for projects of
special interest to the Netherlands government, a 60% grant percentage can
still be achieved.

Practical Handbook of Foreign Loans
Page 88-89

4. The application procedure

In order to make good use of a Dufch govt. foan, a bilateral loan working
group has been set up by the Chinese government and the Netherlands
government. The meeting is held twice a year, either in Beijing or the
Hague. The application and selection of new projects, the inspection of old
projects, the issues regarding the cooperation on loans as well as other
related matters are discussed in the meeting.

The application procedures for Netherlands government loan:
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1). After the project acceptation procedure is finished in China, the
Ministry of Finance of China proposes the project to the Ministry of
Foreign Affairs of Netherlands, and submits the project feasibility study
report at the same time.

2). The enterprises in both countries initiate contact in the technological
and commercial areas.

3). The Chinese on-lending bank analyzes the project; Netherlands Economic
Institution (NEI) appraises the project according to the submitted project
feasibility report, and conducts the evaluation on the spot if necessary.

4). After both sides make positive conclusions, the enterprises of both
countries formaily sign the commercial contacts.

5). The project company submits the loan application forms to the
Netherlands Ministry of Foreign Affairs through the supplier. The
Netherlands government inspects the project according to the reports from
NEI.

8). After the Netherlands government approves the project, banks of both
sides sign the export credit agreement. The Ministry of Finance of China
and NIO Bank sign the gift loan agreement. The project becomes effective.

As agreed by both sides, the loan projects are divided into three types.

1). Projects that have been approved by both governments and will become
valid after completion of the agreement procedure.

2). Projects that have been theoretically approved by Netherlands
government; NEI exams the feasibility reports of the projects.

3). New projects proposed by the Chinese government.
3. Explanation

The approval procedure for Netherlands government loan is refatively more
complicated and time-consuming. Both the Chinese government and
Netherlands government have exchanged opinions on the simplification of
procedure to make it more efficient.

The new projects will be selected according to strict standards. The focus
will be made to support large-scale national infrastructure construction,
environmental projects and imports of advanced technologies in industrial
and agricultural areas, The Netherlands especially attaches importance to
cooperation on dredgers and wastewater treatment.

The Netherlands government stresses the importance of exports from the
Netherlands. The project usually will not receive approval from the
Netherlands government without the involvement of enterprises from the
Netherlands.
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Mr. CONLON. Thank you.
Mr. Eisenhaure.

STATEMENT OF DAVID EISENHAURE, PRESIDENT AND CHIEF
EXECUTIVE OFFICER, SATCON TECHNOLOGY CORPORA-
TION, CAMBRIDGE, MASSACHUSETTS

Mr. EISENHAURE. Good morning. My name is David Eisenhaure,
and I am the president of SatCon Technology Corporation in Cam-
bridge, Massachusetts. I would like to thank the Committee and
Senator Kerry for asking me to attend this forum and to have the
opportunity to discuss with you SatCon’s trading relationship with
China.

At SatCon, we manufacture reliable, affordable, and environ-
mentally friendly power and energy management products for the
global community. Our products are focused on alternative energy
applications, distributed power generation, industrial automation,
telecommunication, and specialty electronics. We are a qualified
small business and employ approximately 350 people at six facili-
ties located in Massachusetts, Maryland, and California.

As a small business with current trade relations with China, I
would like to explain the benefits that SatCon has derived from
this relationship. First, China represents a significant market op-
portunity for the industrial automation and distributed power gen-
eration products that are being built by SatCon employees in its
several divisions. Second, China is currently a source of materials
for SatCon. These materials are incorporated into the products that
SatCon sells back to China. Thirdly, as China grows its industrial
base, it will benefit from the environmentally friendly products
that SatCon produces.

To elaborate on these points, China has been a source for cost-
effective motor components such as motor magnets, which has al-
lowed SatCon to grow its Magmotor Division in Worcester, Massa-
chusetts, from approximately $1 million a year in revenues to $10
million in revenue over the last 3 years. This increase in sales has
resulted in the creation of 50 new manufacturing jobs.

Currently, SatCon imports approximately $750,000 of materials
from China a year. This year, we estimate that we will sell ap-
proximately $3.5 million in finished products back to China. As we
move forward in our trade relations with China, we will need to ef-
fectively balance imports with exports. We believe that we have
been successful in that effort, having achieved approximately a 5:1
ratio of exports to imports while creating new jobs in the process.
As China grows its industrial base, we expect to see increased sales
of our industrial automation motors and machines to China, result-
ing in further job creation here in the United States.

This industrial growth will also provide significant increased op-
portunities for SatCon’s environmentally friendly distributed power
generation and power quality products. This new product market
for distributed, or on-site, power generation is being driven by the
need to create remote electric power generation capability through-
out the industrialized and non-industrialized world. Electric utility
grids, where they exist, are becoming stressed by increased de-
mand, and the creation of new utility grids is prohibitively expen-
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sive. In addition, the generation of electricity is the second leading
contributor to air pollution worldwide.

Distributed power generation offers an opportunity. Using fuel
cells and clean burning microturbines, photovoltaics and wind tur-
bines, on-site power generation offers an alternative. SatCon is
building the power electronics, software, and controls that allow
these systems to provide computer quality electricity for residential
and commercial uses. The use of distributed power generation sys-
tems in China would represent billions of dollars in potential rev-
enue to United States small businesses, including SatCon. Since
these are new products and not displacement products, this new
market will result in the creation of thousands of new jobs.

Given the potential for increased air pollution with a growing in-
dustrial base in China, these environmentally friendly distributed
power generation products could help reduce the impact of in-
creased electric demand on the global environment.

In closing, continuing our current import/export relationship with
China is necessary to maintaining our existing revenue growth and
job creation. Secondly, expansion of the market opportunity for in-
creased sales of industrial motors and machines to support China’s
industrial growth represents additional increases in near-term rev-
enue and job creation. And, finally, the billion-dollar market oppor-
tunity for distributed power generation represents significant
growth for SatCon and other American small businesses. Therefore,
we would recommend to this forum that we extend the permanent
normal trade relationship with China.

Thanks again to the Committee for allowing SatCon the oppor-
tunity to present its views on this important issue. If there are any
questions about SatCon’s trading relationship with China or any of
the marketing opportunities I have discussed or the potential for
d}ilstributed power generation, I would certainly be happy to address
those.

Thank you all.

[The prepared statement of Mr. Eisenhaure follows:]
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SatCon Technology Corporation
161 First Street
Cambridge, MA 02142

617-661-0540
FAX: 617-661-3373

March 7, 2001

Testimony to Senate Committee on Small Business entitled “Permanent Normal Trade
Relationship/World Trade Organization: A Good Deal for U.S. Small Businesses in
China.”

Testimony

Good morning. My name is David Eisenhaure and I'm the President of SatCon
Technology Corporation in Cambridge, Massachusetts, I would like to thank the
committee and Senator Kerry for asking me to attend this forum, and to have the '
opportunity to discuss with you SatCon’s trading relationships with China.

At SatCon, we manufacture reliable, affordable and environmentally fiiendly power and
energy management products for the global community. Our products are focused on
alternative energy applications, distributed power generation, industrial automation,
telecommunications and specialty electronics. We are a qualified small business and
ermnploy approximately 350 people at 6 facilities located in Massachusetts, Maryland and
California,

As a small business with current trade relations with China, I would like to explain the
benefits that SatCon has derived from this relationship. First, China represents a
significant market opportunity for the industrial automation and distributed powsr
generation products that are being built by SatCon employees in its several divisions.
Second, China is currently a source of materials for SatCon. These materials are
incorporated into the products that SatCon sells back to China. Thirdly, as China grows
its industrial base, it will benefit from the environmentally friendly products that SatCon
produces. :

To elaborate on these points, China has been a source for cost effective motor
components such as motor magnets, which has allowed SatCon to grow its Magmotor
Division in Worcester, Massachusetts from $1,0 million a year in sales to $10 million in
planned sales for this year resulting in the creation of 50 new manufacturing jobs.
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Currently SatCon imports approximately $750,000 of materials from China a year. This
year, we estimate that we will sell approximately $3.5 million in finished product back to
China. As we move forward in our trade relations with China, we will need to effectively
balance imports with exports. We believe that we have been successfil in that effort
having achieved a S to 1 ratio of exports to imports while creating new jobs. As China
grows its industrial base, we expect to see increased sales of our industrial automation
motors and machines to China resulting in further job creation here in the United States.

This industrial growth will also provide significant increased opportunities for SatCon’s
environmentally friendly distributed power generation and power quality products. This
new product market for distributed, or on-site, power generation is being driven by the
need to create remote electric power generation capability throughout the industrialized
and non-industrialized world. Electric utility grids, where they exist, are becoming
stressed by increased demand and the creation of new utility grids is prohibitively
expensive. In addition, the generation of electricity is the second leading contributor to air
pollution.

Distributed power generation offers an alternative. Using fuel cells and clean burning
microturbines, photovoltaics and wind-turbines, on-site power generation offers an
alternative. SatCon is building the power electronics, software and controls that allow
these systems to provide computer quality electricity for residential and commercial uses.
The use of these distributed power generation systems in China would represent billions
of dollars in potential revenue to United States small businesses including SatCon. Since
these are new products and not displacement products, this new market will result in the
creation of thousands of new jobs.

Given the potential for increased air pollution with a growing industrial base in China,
these environmentally friendly distributed power generation products could help reduce
the impact of increased electric demand on the global environment.

In closing, continuing our current import/export relationship with China is necessary to
maintaining our existing revenue growth and job creation. Secondly, expansion of the
market opportunity for increased sales of industrial motors and machines to support
China’s industrial growth represents additional increases in near term revenue and job
creation. And finally, the billion-dollar market opportunity for distributed power
generation represents significant growth for SatCon and other small American businesses.
Therefore, we would recommend to this forum that we extend the Permanent Normal
Trade Relationship with China.

Thank you again to the committee for allowing us the opportunity to present our views on
this important issue. If you have any questions about SatCon’s trading relationship with
China, any of the market opportunities I discussed or the potential for distributed power
generation, I would be pleased to answer them.
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David B. Eisenhaure

President and Chief Executive Officer
SatCon Technology Corporation
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Cambridge, Massachusetts 02142
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Mr. CONLON. Thank you.
Dr. Kapp.

STATEMENT OF ROBERT A. KAPP, PH.D., PRESIDENT, THE
UNITED STATES-CHINA BUSINESS COUNCIL, WASHINGTON,
D.C.

I have put some thoughts down in outline form for the record
and I don’t want to retrace every step here. Let me just make a
few points, and then we will move into discussion.

The first is this: while it is important to focus on the particular
characteristics of smaller companies and their needs, both domesti-
cally and internationally, it is worth remembering that when we
are talking about business with China, small business is a subset
of the broader category “business” itself. Most of the answers to the
question “Is WTO going to be good for small business?” I think, are
part of the more general answer as to whether WTO is going to be
good for American business as a whole.

Now, the PNTR matter is over. Congress has acted on that. The
bloodletting and the hand wringing are finished; we are now at the
point simply of asking ourselves, “when China enters the WTO,
what are the ways in which this is going to be helpful to American
business as a whole and small business in particular?”

My central points on that, leaving aside the early sections of my
written outline, which work through a fair amount of China back-
ground, are contained in numbers VII and VIII.

The reason WTO matters to American business is that it ad-
vances processes in China (processes already underway, but proc-
esses that have a long way to go) that are going to make China a
better partner to the world in many ways, but particularly a better
partner to the world on economic and commercial matters, and
thus a better partner to America and a better partner to American
business and, finally, to American small business.

Several of the testimonies that we are hearing this morning do
a great job of adducing all the things that make doing business
with China difficult. Leaving aside the fact that it costs more to fly
to China than it does to fly to Toronto and the fact that you have
to deal with people who don’t speak English: leaving all those obvi-
ous things aside, business with China is tough for most U.S. firms.
It is tough for reasons that long pre-date the Communist revolu-
tion, but it is doubly tough because of the legacy that Maoism and
Stalinism left behind in China.

What we see in the WTO accession itself and in the agreements
China has signed with us in November 1999 and with other coun-
tries in their bilateral WTO accession agreements, is an extraor-
dinary range of commitments to changing the way in which govern-
ment operates in the Chinese economy, and ultimately the way in
which government relates to the citizenry of China itself.

Therefore, what business, small or large, can legitimately hope
for out of China’s WTO accession is a progressive liberalization of
the economy, a reduction of the stagnant interference of bureauc-
racy, a reduction of the opacity and the lack of understandability
of commercial process in China, a gradual increase in reliance on
publicly enunciated law, of processes that are indispensable to any-
body who wants to do business over there but have remained
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opaque and highly personal to this time, and, indeed, the emer-
gence, even more than we have already seen, of a genuine entre-
preneurial culture and entrepreneurial class, if you will, in China.

This set of agreements, mainly embodied in the

Barshefsky-Shi Guangsheng agreement of November 1999, will
over time improve the ways in which the business environment and
the investment environment of China operate for American compa-
nies. For small firms, that is in a sense even more important than
for big ones, because of the costs of time and money that go into
dealing with this opaque system weigh so heavily on small firms
with limited resources. But it is important for large companies with
large investments and large transactions as well.

Quickly, on a couple of recommendations:

Congress needs to get behind the rule of law efforts of the United
States with China right away. Congress has dawdled and come up
with lots of reasons not to put any support into American programs
to assist China in the development of a more effective and depend-
able and publicly transparent system of legal institutions for many,
many years. And we need to get off the dime on that.

The U.S.-China Business Council created a fund from our own
companies to promote rule of law cooperation with China. We give
small grants to Chinese and American applicants. It is a great pro-
gram. We have given grants in women’s legal services, labor rights
law, legal services for the poor, as well as commercial and adminis-
trative law. But we are no substitute for the efforts and the re-
sources that the U.S. Government has been considering putting
forth in cooperation with China but has not yet delivered. This is
the year for Congress to act.

Many of the things that China needs as it grows its economy and
protects its citizens from further environmental degradation and so
forth, programs that are in their infancy, are potentially very im-
portant to American businesses, including small firms. But they
lack the kind of commercially compelling quality that comes when
you are selling a product to a consumer market, for example. And,
therefore, when the United States reopens the Trade Development
Agency with China; if the United States moves to re-engaging the
Asian Environmental Partnership programs with China, providing
this kind of support and development work and even financing in
some cases for small American companies to get involved in sectors
that are not slam-bang commercial sectors in China, this is going
to be very important for American smaller companies as well. Envi-
r(f)nﬁlental protection and environmental services are a classic case
of that.

We will go on in discussion, and I thank you for your time.

[The prepared statement of Mr. Kapp follows:]
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The United States-China Business Council

1818 N Street, NW » Sulte 200 = Washington, DC 20036 Telophons: 202/429-0340  Foxe: 202/775-2476

Rernarks of Robert A. Kapp
President, US-China Business Coupeil

Forum on "PNTR/WTO: A Good Deal for U.S. Small Businesses in China?”

428A Russell Sepate Office Building
March 7, 2001

Letme open by thanking Senators Bond and Kerry for the opportunity to join this Forum
and to learn from the many talented people who are sharing experiences today.

For the sake of brevity, ] want to try something a lttle different today than I have done in
forrnal testimony in the past: permit me to offer my comments in outline form only, for
elaboration in oral presentation and particularly in the open discussion that [ understand
to be the heart of this format.

L

1L

i

I'm Bob Kapp, of the US-China Business Council

A, The Council is the leading organization of US companies in busivess with
China (250 corporate members of all sizes and most sectors). Founded
1973.

B. Council (www.usching.org) provides Business Advisory Services,
publications and business information, meetings and events, and public
policy advocacy to its members. QOur magazine, The China Business
Review (www.chinabusinessreview.com) is THE best way to stay current
on US-China trade and econormic conditions and trends.

C. Headquartered in DC, with service offices in Beljing and Shanghai.

D. My background: 10 years university teaching (modem China, in Houston
and Seattle), 15 years in small business trade associations (Seattle), 7
years in D.C. with US-China Business Council.

Successful commercial relations between the US and China are vitally important

in gdvancing overall US-China cooperation snd preserving stability between the

two countries in the face of many challenges.

A, Business can't carry all the US-China freight by itself; but if a strong
economic rationale for US-China engagement is missing, resolution of
other difficulties will be far more difficult.

Twenty years ago, "Doing Business With China” for most Americans was like
going to the moon.

A China's legacy of Soviet-style planned economics and Maoist ideclogy left
a near-vacuum of martket-oriented entrepreneurship and business skills -~
domestic OR international.
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R. A, Kapp, US-China Business Council
Forum on PNTR/WTO, Small Business and China
March 7, 2001

Fagcz

IV.  Today, China's reforms have moved China away from the planned economy and

toward the market economy.
A, Meanwhile, China's rise from an insignificant trading nation to a very
significant trading nation has brought growing understanding of the economic,
comumercial, and cultural practices of the "outside world.”
B. The flow of intemationa) investment into China has contributed to the
development of intemationally-compatible business skills, management skills,
and technological standards in China.
C. While Chipa's economy remains poor by G-7 standards, rapid rates of
cconomic growth and greater economic flexibility has led to increasing
entrepreneurship, rising living standards, and the growth of very large consumer
and industrial markets in China.
D. The interrelationship of continuing market-oriented reforms and increased

~ economic interaction with other countries is summed up in the Chinese slogan,
"Reform and Opening.” Today, China's economic future is inextricably linked to
China's ability to trade with the world, absorb international capital and knowhow
into its domestic society, and compete in global markets.

V. China faces huge domestic challenges relevant to foreign business approaches.
A. “Reform and Opening” is dismantling the system of state-run economic
activity, state-subsidized social welfare programs, and state-commanded
production plans..
B. Layoffs in outmoded state-owned industries are widespread, with Iittle in
the way of social safety net protection.
C. Corruption has flourished as the regime has lightened its controls over
local and personal economic activity and as holders of public authority found
ways to profiteer in the gray area between the matket economy and the state-
controlled economy.
D, Income differentials between urban and rural dwellers, and between the
advanced coastal areas and the more backward interior areas, continue to increase,
with uncertain social snd pelitical implications.
E. China's leaders face the challenge of maintaining rapid growth (in part, to
soak up laid off workers and employ millions of new entrants into the work force)
while maintaining social and political stability. Looser controls are needed for
growth, but can also further weaken the power of the government to enforce laws
and enstze socis! tranquility. No Arperican solution to this dilemma will resolve
it

VI.  For China, promotion of economic modernization through the introduction of
world standards of commetcial and legal behavior while securing stable access to
foreign markets,

A. WTO accession is seen hy many progressives and reformers as a critically
important tool for encouragement of further economic and social reform and
promotion of the private sector’s development, along with institutions of law.

© 2001, The US-China Business Council
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R A, Kapp, U$-China Business Council
Forum on PNTR/WTO, Small Business and Ching
March 7, 2001

Page 3

VIL

VIIL

X

For the "Outside World," expectations of greater orderliness and predictability in
Chinese economic and commercial behavior.

A. Friction, disagreement, and conflict are inevitable in trade relations
between nations, especially large ones, and all the more likely when two pations
have widely divergent cultural, historical, and economic backgrounds as do the
U.S, and China.

B. The challenges of business in China for US firms Jarge and small: closure
of entire sectors to foreign business activity; tariff and nontariff barriers, technica)
barriers to trade, pervasive bureauctacy, opaqueness of Chinese legal and
regulatory decisionmaking, uneven enforcement of laws and regulations,
inadequate intellectual property protection, lack of impartial administration of

justice, discrimination against nop-Chinese entities, etc. ete.

Impacts on small business: mainly from the gradual loosening up of Chinese
commerce. .

A. The core change: progressive liberalization of China's foreign trade
activities. Diminution of controlling role of government. Shift from
"spplication/permission” to "registration” as general mode of conducting business
activities, .

B. Increase in numbers and variety of Chinese entities, including private
businesses, empowered to conduct intemational business -~ including small
enterprises.

C. Liberalization of service sector, including distribution and wholesaling:
expect improvement in efficiency of crucial service sector supports for
international business.

D. Increased Chinese enterprise aggressiveness in searching for business
opportunities abroad, including cooperation with less well known US and other
foreign companies.

E. Gradually increased transparency of Chinese rule-, regulation-, and law-
mnaking.” Gradual diminution of tendensy to sudden unexplained policy reversals,
reliance on "internal” regulations to thwart foreign firms’ business interests.

F. The core WTO principle of National Treatment: hope for gradual
liberation from PRC discrimination in favor of domestically produced goods and
Services.

Limits of WTO membership significance in the short tepm.
A.  China will not become "Just Like St. Louis,” as an early 20%-century US
Senator once predicted, and certainly will not do so overnight.

oL A long way to go in establishing and securing the institutions of an
imnpartis] legal system, with judicial independence etc.
2. It remains in many ways a developing country, with vastly uneven

levels of juternational sophistication, professional skills, and technological
abilities. .

3.,  Problems like inadequate protection of intellectual property will be
eliminated only gradually and painfully.

© 2001, The US-China Business Council
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4. The operating costs of doing business with China will remain
heavy; profits will be slow to materialize, even after WTQ, requiring up-front
reserves that smaller firms often find difficult to muster. .

. & Small busipess and China: the permanent problem of Jow-cost assistance to sypall
' companies.
A.  Let me save discussion of this important topic, involving the role of state
and local trade promotion organizations, federal services, local trade associations,
etc,, for the back-and-forth discussion with Senators, fellow panelists, and other
participants in the Forum.

© 2001, The US-China Business Council
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Appendix I: China’s Trade Performance

China's trade performance in 2000 far surpassed even the most optimistic forecasts,
though the prospects for 2001 are less promising as the global economy slows. The
results in 2000 stem from robust US demand in the first half of 2000, continued economic
recovery among the PRC’s neighboring trade partners, the higher cost of crude oil
(which markedly raised China’s impost value}, and poor trade performance of the first
half of 1999 (which provided a low comiparison base). -

2000 IN REVIEW

Exports [ose steam China’s export growth in 2000 reached heights not seen since the
mid-1990s. Demand in the United States, South Korea, and Japan drove much of the
growth, but improvements in export quality and production efficiency also contributed
to the surge. The monthly growth rate fell from a peak of 45 percent in June to basically
zero growth in Decernber, marking a sharp contrast with past trends, in which orders for
holiday sales boosted exports between July and December.

Import surge continues China’s import growth in 2000 was the highest since the mid-
1980s. Beijing's infrastructure build-up, particularly in the telecopununications sector;
ongoing industrial modernization drive; and higher fue] prices were behind much of the
jump. Import growth slowed in the second half of the year, probably linked to the dip in
processed goods that use imported parts.

Trade by private enterprises picks up Collective and private enterprises increased their
share of total trade to 4.6 percent, in part because Bejjing expanded the private
enterprise category and extended trading rights to non-state enterprises. Foreign-
invested enterprises’ contribution to China’s total trade remained consistent with trends
in recent years, accounting for nearly 50 percent of the total. State-owned enterprises
rernained a major contributor to overall trade growth, but their share slid a few
percentage points to 45.6 percent.

US exports post strong recovery, imports remain streng US exports to China
continued their bounce back from the 1999 drop-off, The bilateral agricultural agreement
and China’s demand for telecom and Internet infrastructure components shook up the
composition of top US exports to China. A buoyant US economy for most of the year
resulted in steady US imports of PRC products.

WHAT TO WATCH IN 2001

Chinese and Western analysts estimate a much slower § percent to 15 percent rise in
trade in 2001. PRC exports will be affected by the global economic slowdown, especially
in the United States. Exactly how Beijing will grant trading rights and will phase-out
quotas to meet its WTO commitments will serve as more accurate barometers of future

© 2001, The US-China Business Council
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trade potential with China. In the interim, some FRC regulatory changes introduced in
2000 aim to simplify, speed up, and increases the transparency of Customs clearance
procedures. Other changes aimed at curbing illegal trade activity have the potential to
affect legitimate trade at the margins. China’s 10% Five-Year Plan and western
development program further hint at possible trade opportunities, especially in the
agricultural, environmental, export-oriented, high-technology, and infrastructure
sectors. US policy decisions to increase the millions of theoretical operations per second
(MTOPS) threshold for sales of computers, the re-instaternent of the US Trade &
Development Agency activity in China, and the resumption of the licensing process for
commercial satellite launches also bode well for US exporters.

© 2001, The US-China Business Council
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Tabie 4: China's Trage with the World (§ biffion)
1928 1588 1880 18BY 1992 4993 1994 1995 1996 1097 1598 1893 2000

Exports 475 525 €271 718 B4S $17 1210 1488 1511 1827 1838 1849 2482

imporss 553 581 533 638 806 1040 1158 1321 1388 1424 1402 1857 zZ251

Total 1028 111.6 1164 1357 165.5 1957 2366 2809 2899 3251 324.0 3608 4743

Balanse A 88 81 &3 123 54 17 123 403 438 282 241
NOTE: PRC exports reported on a FOB basis; imponts on a CIF basis

Table 2: Ching’s Top Exports ($ million) Table 3: China's Top Imports (§ milifon)

HS # |Commedity Description - JanNovl % HS % |Commodity Description JanNowl %
2000 ichange : 200y ichange
85 [Electrical machinery & i 41,5392 412 85 fsvmnml Jas Y & equip 1 45 9323 48,8
81, 62 |Apparel 28,5624 19.9 84 {Powar generation equipiment 30,950.8| 238
34 (Powar i 24.429.3 43.1 27 Minersl fusl & ol 18,744,310 1408
B84 [Footwear & pants thereof 8,967.4 15.2 29 {Piastlcs & artickes thereof 13,112.2° 25.7]
95 {Toys & garnes 85343 211 72, T3}iron & steel 10.098.8 27.8
72, 73 [iron & steel 8.338.8 A7.8 28, 28 & organic chemicals 8,508.7 571
27 |Minaral fuet & oil 7.181.8 78.5 90 [Medical equipmant 5,643,5] 46,1
34 Fumiture & bedding 54251 318 B4, 55 Man-matde Flaments & staple fibers | 6,154.7) 21.1
28, 29 Ir\hc‘ anic & organic chemicals 6,181.4 16.4 74 {Copper & articies thereof 4 254,81 B4,
a2 :gif}ﬁ;g‘g" Teather; travel goodsi & | g oq53l o7 48 |Paper, paperboard & afticles thereof | 36640 1.5

Table 4: China‘s Top Trade Pariners {8 million}

e R
,.m‘-
SEERT e

Table 5: Ching's Trade with the United States ($ bililon)

558 1990 1991 1597 1993 18%e 1895 1895 4997 1gue feng ~anNov JanNoy

1999 2000
US Bxporis 58 48 82 75 8B 83 118 120 128 143 131 12.0 W7
Us imparts 128 163 203 274 337 414 485 544 558 75t svE 30.8 S84
Total . 187 211 265 349 428 507 6B03 €64 7BE BO4 1009 82.6 1141
US Balancs 74 415 L4t 139 249 3BT 387 424 530 808 Y47 B85 847

© 2001, The US-Ching Business Council
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Table &: Top US Exports to China (§ million)

HTS®|  Commodity Description | *eto| %
84 |Power generation 3,1208 33.8
86 |Electrical machinery & equipment | 2.425.5 34,8
B8 |Air&sp ! 15598 319
12 Qi seeds & olesgi frults 94821 2057
90 iMedical equl t 7058 -1.8
39 [Plastics & articles thersof 661.6 43,0
47, 48 |Paper & paperboard §25.2 288
31 [Fentilizer 5775 308
29 |Organic ehemicals 456.7 83.0
76 |Aluminum & articles thereof 285.9 777
Table 7: Top US imports from China (§ miilion)
. - Jan-Nov! %
HTS 2 Commodity Description 2000
85 |Electrical mechinery & squipment | 18,878.8] 3.5
B84 | Power gensration equipment 12,853.1 32.3
85 |Toys & games 12,663.20 121
B4 |Footwsar & parts thereof 8.024.8 10.0
94 |Furniture 7.838.0; 316
81, 82 |Apparel 6,068.6| 74
42 iLeather & trave! goeds 3,847.7] 288
38 Plastics & ariiclas thereof 2,9913] 188
90 Medical instrumants 2.695,4 22.3
72, 73 |Iron & steel 2,383.4 448
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11. Foreign lnvestment
The US-China Business Council
January 2001

After falling precipitously in 1999, foreign ditect investment (FDI) inflows to China
rebounded in 2000. The value of new investment contracts rose by more than 50 percent,
to $62.65 billion (see Table

Table 4: Foreign Direct Investment in China {$ billion}

2000

62.65
4077

1998

Contracted Investrnent 41,54
Utilized - 49.39
FDI: THE YEAR IN REVIEW

%

change
508
e.g3

1). Reflecting the steep drop
in contracted investment in
1999, utilized investment
increased only slightly, to
$40.77 billion.

The late-1999 improvement in investor confidence continued through 2000, as China’s
shuggish economy began to recover and the country’s WTO negotiations approached their
conclusion. Resurgent investment from the United States, Japan, South Korea, and
Taiwan stabilized China’s FDI inflows in 2000,

New contracts up

The value of new contracts rose by just over a third through November 2000, to $48.57
billion, compared to the year-garlier period. The pumber of contracts increased in
taridemn, by almost 30 percent. The value of realized investment in 2000, in contrast, was

virtually unchanged from 1999.

Table 2: Fareign Direct Investment in China: Jan — Nov, 2000

Mumber of Contracts | Amount Cortracted | Ameunt Utilized

% change | $ billion| % change |$ billion |% change

R Totmi FDI 18,700 29.12 48,57 3529 3824 <229

quity Joint Ventures 7,230 14,851 1341 838 1285 -16.04

Contractual Joint Ventures 1,564 7.12 8.73 14,71 5,87 -1§.70

WFOE 10,883 45.38] 2821 54,011 17.15 21.04

Foreign-invested [ 100] 0.10 -18.35 .10 -58.35]
Shareholding Ventures

Joint Resource Exploration 7 40 0.11 205,56 034 -8.38

Seurce: CIEC, Ministry of Foreign Trade and Economic Cooperation

US investors outpace Europeans
The number of new US foreign investment contracts and the value of those contracts
increased by almost 25 percent and about 51 percent, respectively, through the third

© © 2001, The US-China Business Council
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quarter of 2000 over the same period in 1999, US utilized investment fell by almeost 12
percent through the third quarter of 2000 compared to the same period in 1999. FDI from
the United States accounted for 17 percent of China’s total contracted FDI, and 9.4
percent of total utilized investment, in 2000,

Contracted investment from the European Union increased by 2 modest 3 percent through
the third quarter of 2000. EU utilized investinent fell by 9 percent over the same period,
reflecting the stecp decline in contracted investment in 1999,

ISSUES TO WATCH IN 2001

‘WTO accession negotiations

Negotiators in the WTO working party on China’s accession made significant progress in
2000 in narrowing differences on the terms of China’s accession, However, afler meeting
for a week in January 2001, negotiators returned 1o their capitals without a final
agreement. The key outstanding issues are China’s desire to preserve its right as a WTO
developing country so that jt can offer agricultural subsidies to its farmers; services,
including disputes over China's insurance commitments and the definition of chain stores
under a final agreement; wading rights; and technical barriers to trade.

Tramslation of WT'O commitments into law and practice

Regardless of progress in Geneva, China appears poised to continue the process of
aligning its trade and investment frameworks with WTO rules. The laws and regulations
that China revises and adopts—mnot the text of the WTO accession package itself—swill
provide the roadmap local officials will uss to implement WTO commitrents. Foreign
cormpanies will menitor China’s moves closely—especially regarding the phase-in of
China’s commitments on trading rights, distribution, and services—and under the WTO
Agreement on Trade-Related Investment Measures (TRIMS).

ONWARD AND UPWARD

Investor optimism should continue in 2001, with the predictable effect on FDI inflows.
The Chinese leadership’s clear commitment to economic restructuring—and the
efficiency gains from the government’s heavy investment in infrastructure and IT—are
likely to enhance China’s attractiveness as an FDI destination.

This optimism and longer-term expansion could fade, however, if WTO negotiations
stall, or if China’s implementation efforts falter once accession is complete. After the
falloff of the past few years, however, Beijing appears to have recognized the importance
of FDI as an engine of growth and is unlikely to backtrack from its commitments. Still,
with China’s accession to WTO not expected until the second half of 2001 at the carliest,
some companies may delay investments until the final accession document is complete
and phase-in periods begin. In such a scenario 2002, not 2001, may be the year that
witnesses the investment boom that most anticipate after China’s WTO eniry.

© 2001, The US-China Business Council
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Mr. CoNLON. Thank you, Dr. Kapp.
Ms. Allen.

STATEMENT OF SUSAN AU ALLEN, PRESIDENT, U.S. PAN ASIAN
AMERICAN CHAMBER OF COMMERCE, WASHINGTON, D.C.

Ms. ALLEN. Thank you. I, too, appreciate the opportunity to
speak here on the question of whether giving permanent normal
trade status to China and its accession to the World Trade Organi-
zation are good deals for U.S. small businesses.

I think at this point there may be some conflicting interest be-
tween big businesses and small businesses, but I am here to speak
on behalf of the American small businesses, most of whom I rep-
resent within my organization.

I am the president of the U.S. Pan Asian American Chamber of
Commerce, a 17-year-old trade association. We are not a single eth-
nic Asian group. We represent all Americans of Asian heritage.

There are over 11 million Asian Americans in this country, and
it is growing at 4 percent a year. Chinese Americans constitute the
largest group of Asian Americans in this country.

At this point, I would just like to digress because I will come
back to this later. One of the questions posed at this forum is:
What can we do to help small businesses to go into China? One
thing to do is to hire people—I am not promoting myself, but hire
people who are like me, who have lived here, pledged allegiance to
this country, speak and write the language, and know the cultures
and mores of China.

One of the previous speakers mentioned that you have got to
have a presence there. The presence you have there is important,
particularly when you have somebody who you can trust.

There are about 1 million Asian American-owned businesses in
the country, and they produce about $267 billion worth of receipts
every year.

With that as a backdrop, let me share with you some of my views
with respect to doing business in China in the context of China’s
accession to the WTO.

Since Deng Xiaoping began economic reforms in December 1978,
China has come a long way, from a country with marginal trade
and investment to a major economic player in the world economy.
Today, China has a growing mixed economy and expansive global
interests. It is the world’s third largest economy and tenth largest
trading country. It is the world’s third largest user of mobile tele-
phones, behind the United States and Japan.

Despite the lure of a 1.3 billion population market, buyers be-
ware. China is not an easy place to do business in, particularly for
small businesses. Here are some of the reasons, and they are in my
prepared statement, but I will just pick a few points.

The tariffs are high. Non-tariff barriers are numerous. There are
import licensing requirements; import quotas; restrictions and con-
trols; standards and certification requirements; trading rights sys-
tem; multiple, time-consuming approval procedures: quality li-
censes before granting import approval with testing based on
standards and specs often unknown or unavailable to foreign inves-
tors and traders and not applied equally to domestic products—not
an equal playing field—safety standards that treat imported prod-
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ucts discriminatorily; local content requirements for exports; lack of
regulatory transparency; and foreign exchange balancing require-
ments. That is non-tariff barriers.

Corruption is pervasive. There are a lot of little Deng Xiaopings
in China with great guanxis, relationships, connections. The grad-
ual decentralization of power has created a system where local offi-
cials have vast flexibility to pursue their own economic interests
and take advantage of the poorly enforced legal system for personal
gain.

As stated, laws are opaque and easily abused by officials; regula-
tions are inadequate and could be changed without notice; assets
are not appraised or are undervalued before transactions; inter-
mediaries often levy unauthorized charges and use income from
transfers before authorization is given. And China encourages the
development of favored domestic industries through tax incentives
and tariff exemptions, who in turn compete with foreign-owned
companies who do not receive these similar treatments.

Customs procedures are not applied uniformly throughout China.
The same products can be dutied twice or three times. An inad-
equate transportation infrastructure is going to cost delays, good
will, and customers and increase costs. And China also prohibits
foreign firms from setting up straightforward distribution net-
works, which is the biggest problem in China; and restriction
against foreign participation in distribution activities.

Let me give you some anecdotes. PricewaterhouseCoopers con-
ducted an international survey of business environments and re-
cently published its Opacity Index. Opacity is defined as the lack
of clear, accurate, formal, and widely accepted practices in broad
areas where business, finance, and government meet.

They looked at five areas that affect capital markets: corruption,
the legal system, economic and fiscal policies, accounting standards
and practices, and the regulatory regime. Overall, of major coun-
tries surveyed, China was the most opaque country, followed by
Russia. On the other hand, Singapore fared the best, followed by
the United States and Chile, who tied second.

The Australian Financial Review reported in February that the
China Securities Regulatory Commission is investigating shares
price manipulation in the Shanghai and Shenzhen stock markets.

The South China Morning Post in Hong Kong warned recently
that the stock market manipulation and fraud cases have caused
shudders among international investors, outside and within China.
Rampant collusion, price manipulation, and insider dealing in the
shares of the Shenzhen-listed China Venture Capital high-tech
company exemplifies the risks inherent in investing in China. But
these are all ignored during the very enthusiastic endorsement of
the investor’s market in China.

From the small business sector perspective, if you talk to the
small businessmen who are trading or investing in China now, they
would tell you that new venturers are in for an extreme shock.
First, unlike here in the United States, the notion of brisk West-
ern-style business meetings that end in a handshake and the sign-
ing of a contract are foreign to the Chinese. For them, again, as
stated earlier by the chairman, building acquaintance and friend-
ship comes before hard commerce.
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Sometimes when the Chinese tell you it is okay to a problem,
what they meant was they will look into it. They will not admit
that they have a problem, and they do not tell you that they have
a problem. They have a difficult time telling you that they have a
problem. So here we often interpret the term “okay” as okay, they
are going to take care of it, only to find later that the problem was
not taken care of.

Be that as it may, 1.3 billion people is a very, very attractive
market; 1.3 billion pairs of Q-tips is a great market for Americans.

There is no question that everybody is looking to this big market
for whatever product and services they can promote and sell. So
there are a few things to consider when we do business in China.

Remember, the bureaucracy is there. Laws are not clear and in-
adequate. Corruption is there. Finding a reliable partner is crucial,
and even if you find one, you should be one step behind him or her
all the time. They could be bribed. Distribution is one of the biggest
problems, as I said earlier. Getting import license clearance is a
trying process. Being paid in the renminbi is a problem. I have
often asked people who trade in China, “Have you been paid yet?”
If they say “yes,” I'd say, “In what?”

Air and noise pollution is a problem that affects your quality of
life if you take my suggestion and go there, and go there often and
stay there. Patience, patience, and cultural sensitivity, and polite
insistence will go a long way toward solving problems.

Mr. CONLON. Susan, in fairness to the other panelists, could you
just finish up?

Ms. ALLEN. I will. And, finally, when in China, observe the Chi-
nese way. As we say here, when in Rome, do as the Romans do.

Thank you.

[The prepared statement of Ms. Allen follows:]
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M. Chairman, thank you for inviting me to participate in the
United States Senate Committee on Small Business forum on whether
giving permanent normal trade relations (PNTR) to China and 115
accession into the World Trade Organization (WTO) are good deals for
U.S. small businesses.

I am president of the US Pan Asian American Chamber of
Commerce, a 17-year old national pan Asian American trade
association. We are not a single Asian ethnic organization; we
advocate for equal opportunity and economic growth in trade, contracts
and employment for Americans of all Asian heritage.

There are 11.2 million Asian Americans in the country, with the |
-six largest groups being Chinese, Filipino, Asian Indian, Vietnamese,
Korean and Japanese. This ethnic community grows at 4 percent a
year, is predicted to increase to about 22 million by 2025, and 34
million by 2050. At a 267% rate of increase, Asian Americans is the
fastest growing group, followed by Hispanics at 258%, Native
Americans at 95%, Blacks at 83%, and non-Hispanic Whites at 7%.

There are one million Asian American-owned businesses
generating $275 billion in annual receipts in the United States.

With that as a background, I am pleased to share some of ny
views on doing business with China in the context of Chine’s accession
into the WTO.

China’s Economic Expansion Opens Opportunity for Business

Since Deng Xiaoping began economic reforms in December
1978, China has come a long way, from a country with marginal trade
and investment to a major economic player in the world community.
Today, China has a growing mixed economy and expansive global
interests. It is the world’s third largest economy and tenth largest

-
£
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trading country.

Despite the lure of a 1.3 billion population market, buyer’s

beware.

China is not an easy place to do business in. For example:

The tariffs are high.

Non-tariff barriers are numerous (import licensing requirements;
import quotas, restrictions and controls; standards and
certification requirements; trading rights system; multiple,
time-consuming approval procedures; quality licenses before
granting import approval with testing based on standards and
specifications often unknown or unavailable to foreigners and
not applied equally to domestic products; safety standards that
treat imported products discriminatorily; local content
requirements for exports; lack of regulatory transparency; and
foreign exchange balancing requirements).

Corruption is pervasive. The gradual decentralization of power
has created a system where local officials have vast flexibility
to pursue their own economic interests and take advantage of
the poorly enforced legal system for personal gain.

» Laws are opaque and easily abused by officials.
* Laws and regulations are inadequate and could be changed

without notice.

Assets are not appraised or are undervalued before the
transaction.

Intermediaries levy unauthorized charges and use income from
transfers improperly.

China encourage the development of favored domestic industries
through tax incentives and tariff exemptions, who in turn
compete with foreign-owned firms who do not receive similar
treatment.

Customs procedures are not applied uniformly throughout China.
The same product maybe dutied at different rates in different
Chinese ports of entry. Some products are subject to different

inspection or registration procedures than domestic products.

{95}
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s An inadequate transportation infrastructure. China has one of the
world’s smallest railway networks in relation to population
and arable land, and one of the highest utilization rates for
freight traffic. This raises transportation costs, slows down
production or consumption, increases warchouse costs, not to
mention the cost of good will and lost of customers due to
delays in shipment or delivery.

» Prohibition against foreign firms from setting up straight forward
distribution networks; and restriction against foreign
participation in distribution activities.

Here are a few anecdotes:

PricewaterhouseCoopers conducted an international survey of
- business environments and recently published the Opacity Index, based
on a survey of business people and analysts worldwide. In the report,
“Opacity” is defined as, the lack of clear, accurate, formal and widely
accepted practices in the broad area where business, finance and
government meet.

PricewaterhouseCoopers looked at five areas that affect capital
markets: corruption, the legal system, economic and fiscal policies,
accounting standards and practices, and the regulatory regime. Overall,
of major countries surveyed, China was found to have the most opaque
business climate, followed by Russia. Singapore fared the best,
followed by the United States and Chile, both tie for second-place.

" The Australian Financial Review reported in February that the
China Securities Regulatory Commission is investigating shares price
manipulation in the Shanghai and Shenzhen stock markets.

The South China Morning Post in Hong Kong warns that
recent stock market manipulation and fraud cases have caused shudders
among international investors, outside and within China. Rampant
collusion, price manipulation and insider dealing in the shares of the
Shenzhen-listed China Venture Capital hi-tech company exemplifies

4
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the risks inherent in investing in China, that are ignored during periods
of investor enthusiasm.

In order to attract international investors, confidence-men raised
some $175 million from state-owned enterprises to stir-fry the stocks:
to buy and sell the shares between members of the investment pool to
create the appearance of active trading. Share trading was conducted
through thousands of fictitious individual accounts, giving the
appearance of widespread public demand for the stock. The organizer
meanwhile, built up a large following in the Chinese media as a stock
commentator writing under the pseudonym of Mr. K. He then tip
China Venture Capital to his readers. In less then a year, the stock rose
from less than 17 Chinese dollars to a high of more than 80. Then, as
technology stocks fell globally early last year, the China Venture
Capital stock crashed to less then 13,

This case shows how easily Chinese stock markets are
manipulated; and the lesson for overseas investors is that China’s stock
markets remain nascent, poorly regulated and treacherous.

The Small Business Entrepreneur

1f we talk to small businesses who are trading or investing in
China, they would tell you that new venturers are in for an extreme
shock. First, unlike here in the United States, the notion of brisk
western-style business meetings that end in a handshake and the
signing of a contract are foreign to the Chinese. For them, building
acquaintance and friendship comes before hard commerce.

Sometimes when the Chinese say “okay” to a problem, they mean
they will look into it. They do not admit that there is a problem and
they do not tell you they have a problem. However, we often interpret
their “okay” as they will solve the problem only to find out later that
they have not.

Things to Bear in Mind

5
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There are certain things to bear in mind when doing business in
China:

The bureaucracy is there
Laws are not clear and inadequate
Corruption is there
Finding a reliable partner is crucial and even if you find one, you
should be one step behind him or her
Distribution is one of the biggest problems
Getting import clearance is a trying process
Being paid in Rmb is a problem
Air and noise poltution is a problem that affects your quality of -
life if you spend substantial time there
. Patience, patience, cultural sensitivity, and polite insistence goes
a long way toward resolving problems and successfully
doing business in China.
. When in China, observe the Chinese way; just as when in Rome,
do as the Romans do.

* & & &

s & o @

Accession into the WTO-

China’s impending accession to the WTO has been front-page
news for months. Membership in the WTO will bring China within the
ambit of the international trading rules that apply to the United States
and the major trading nations in the world. In other words, China will -
be held to the same market norms and trade standards as other members
of the international commumty

As a non-WTO member, China has been able to maintain trade
bazriers that make it difficult for foreign businesses to compete in
China. Those barriers are supposed to disappear once China enters the
WTO and brings itself into compliance with its WTO obligations.

To this end, China must make many changes and lower trade-
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barriers in its trading and investment laws, regulations and practices.
These changes will have a substantial impact on people interested in
doing business with China, from the sale of goods to operation of
wholly foreign-owned enterprises in China.

And we have heard China’s commitment to numerous
liberalizing obligations in banking, securities, insurance, finance,
telecommunications, and professional services including law,
accounting, engineering and consulting,

Just last month, China’s Chief Representative for Trade
Negotiation at the Ministry of Foreign Trade & Economic Cooperation
{(MOFTEC), Mr. Long Yongtu, said at a China Investment Policy
Seminar in Hong Kong that: '

) In the interest of transparency, China will publish all legal
documents relating to trade and economic development and
establish an information services body;

. Any enterprise will have the opportunity for appeal to authorities
and the courts so that there is an independent
administration and policy organization; and

) China’s promise to have a just and independent judicial system is
a great step forward and important for foreign investors.

Other Chinese officials speaking at the Seminar promised a
transparent tax system that is in line with international practice and rule
of law; customs law to prevent individual departments from ‘
investigating, seizing and fining without proper grounds; and more
rigorous protection of intellectual property rights.

WTO membership could very well be a turning point in China’s
long history and could take China toward the rule of law so that the
business environment in China is similar to New York, as China’s
Chief Representative for MOFTEC said, and so that business
executives will use accountants and lawyers in dealing with senior
Chinese officials, instead of public relations ladies.

7
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What does all that mean? The short answer is trade and
investment opportunities for U.S. small businesses in China too.

The big question is: Will they make money? And when?

The answer lies in how much efforts China will make in
complying with its WTO obligations; how successful we are in finding
a reliable partner; how often we are willing to go to China to check on
our partners; and how much time we are willing to spend there.

Finally, luck does play a role in this endeavor.

Thank you for the oppor’uinity to speak today.
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Mr. CONLON. Thank you, Ms. Allen.
Mr. Hale.

STATEMENT OF PETER B. HALE, DIRECTOR, OFFICE OF POL-
ICY COORDINATION, UNITED STATES DEPARTMENT OF COM-
MERCE, WASHINGTON, D.C.

Mr. HALE. Thank you. I welcome the opportunity to participate
in this forum and congratulate the Committee on focusing on this
topic, which I think is a very interesting one.

I am the Acting Assistant Secretary for Market Access and Com-
pliance at the Department of Commerce. Today, I am here rep-
resenting the Commerce Department’s International Trade Admin-
istration, which is comprised of my unit, the U.S. Commercial Serv-
ice, the industry-oriented Trade Development Unit, and Import Ad-
ministration.

I would like to start with a quick look at China’s economy and
our trade figures. According to the Chinese Government, China’s
gross domestic product exceeded $1 trillion last year for the first
time—a growth of about 8 percent over the previous year. Pretty
impressive growth and a very impressive number.

As Senator Bond indicated, our bilateral trade deficit with China
has also reached a record level. Last year, it measured nearly $84
billion, with China overtaking Japan as our trading partner with
which we have the largest bilateral deficit.

On the positive side, however, although imports of Chinese goods
by the U.S. continued to grow rapidly, last year was a good year
for our exports to China. Our exports topped $16 billion, a record
number, which was up almost 24 percent for the year.

Let me talk a little bit about numbers for small- and medium-
sized businesses. In 1998, the most recent year for which we have
detailed census data available, some 8,400 U.S. small- and me-
dium-sized companies exported to China. This represented about
80 percent of the U.S. companies that were selling in China. Per-
haps the most interesting number, however, is that small- and me-
dium-sized companies accounted for over $3 billion of our exports,
or about one-quarter of the total by value. For an economy that
most view as difficult—and I think we all agree has its difficul-
ties—that is a pretty impressive number. Small businesses have
done better in China than I think most of us would have expected.

We in the Government, especially in the Department of Com-
merce, are paying quite a bit of attention to the needs of small
business in the Chinese market, and especially in anticipation of
China’s membership in the WTO. We co-chair, with our Chinese
counterpart, the U.S.-China Joint Commission on Commerce and
Trade, a major bilateral forum for us to discuss commercial issues
and commercial problems. The most recent session last spring paid
special attention to the needs of small- and medium-sized enter-
prises, and we have moved ahead with a number of programs to
support our small- and medium-sized companies in the Chinese
market. Following on after our commission meeting, we held what
we called a virtual trade mission—in other words, via the Inter-
net—with China last year in the information technologies area.
Most of the 15 U.S. companies participating were small- and me-
dium-sized, and took advantage of this new medium, at a very low
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cost for them. They didn’t have to travel. They just had a session
taped and then made available for Internet reaction from potential
customers. They took advantage of this mission to expose buyers in
China to their wares. We think it is going to be something that will
be very popular and is going to be very successful.

As you heard before, there are problems for companies, both big
and small, trying to enter the Chinese market. We believe that for
U.S. firms to prosper in this rapidly growing market, we must work
very closely with the Chinese to ensure that China meets its new
WTO obligations as it moves towards membership, including those
negotiated in the bilateral agreement the U.S. signed with China
last year. And we have taken a number of steps that will hopefully
make this easier to happen.

We developed a compliance initiative, working with other agen-
cies around town, which the Congress funded last year, enabling us
to sharply increase the staff and programs that we have available
to focus on China and to enable us to work more closely with the
Chinese to help them understand and implement the new obliga-
tions they will incur with WTO membership.

We are increasing our staff in China. Our Commercial Service al-
ready has its largest overseas contingent in China, more than in
any other country, and we are adding a couple of officers with ex-
plicit responsibility for working on compliance issues, with both the
Chinese Government and with the American business community
in China.

In summary, we do believe the premise of this session that Chi-
na’s WTO accession will create new business opportunities for U.S.
businesses, both large and small, and we think that with hard
work, perseverance, and so on, that the rewards in the market as
it opens with WTO membership will become very impressive.

To be realistic, we do not expect all the problems to go away im-
mediately. China, as you have heard from the other speakers, has
a tremendous amount of change it has to do with laws, with regu-
lations, with a lot of other things. They have had a good start. We
are trying to work with them to make the process as smooth as
possible, and we are optimistic that there will be many new and
welcomed opportunities for small- and medium-sized firms.

The basic question for this forum is: Will China’s WTO accession
be a good deal for small business? We believe the answer is yes if
we continue to work hard to make it so.

Thank you.

[The prepared statement of Mr. Hale follows:]
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Peter B. Hale, Acting Assistant Secretary
Market Access and Compliance
International Trade Administration
U.S. Department of Commerce

“PNTR/WTO: A Good Deal for U.S. Small Businesses”
U.S. Senate Committee on Small Business
March 7, 2000
{As prepared for delivery)

I welcome the opportunity to speak at this Forum, and I congratulate your Committee on focusing
on this topic — we at Commerce agree that there will be many new opportunities for U.S. small
businesses as China opens its economy.

I am the Acting Assistant Secretary for Market Access and Compliance at the International I'rade
Administration of the U.S. Department of Commerce. Today, I am here representing the
International Trade Administration (ITA), which is comprised of my unit, as well as the U.S.
Commercial Service, Trade Development, and the Import Administration. The Commercial
Service has offices throughout the United States to serve small businesses; in these Export
Assistance Centers, Commercial Service staff often are co-located with colleagues from the
Export-Import Bank and the Small Business Administration ~ whom you’il hear more from
during today’s roundtable.

CHINA’S ECONOMY AND U.S. EXPORTS

First, a quick look at China’s economy and our trade balance. According to the Chinese
government, China’s gross domestic product reached $1.07 trillion in 2000 — up 8 percent over
the previous year.

Our bilateral trade deficit with China has also reached a record level ~in 2000, it measured
nearly $84 billion — with China overtaking Japan as the trading partner with which we have the
largest bilateral deficit. Though imports of Chinese goods continued to grow, 2000 also was a
very good year for our exports to China. U.S. exports to China topped $16 billion, almost 24
percent greater than in 1999.

In 1998 (the most recent year for which detailed numbers are available), over 8,400 U.S, small-
and medium-sized enterprises (SMEs) exported to China, SMESs represented over 80 percent of
the total number of U.S. firms exporting to China — and accounted for over $3 billion in exports
to China, or over a quarter of the total by value.

The number of small firms participating in the Chinese market has been growing at a rapid rate:
between 1992 and 1998, the number of small- and medium-sized companies exporting to the
Chinese market grew by more than two and one-half times.
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At our most recent plenary session of the U.S.-China Joint Commission on Commerce and Trade
(JCCT) — our premier bilateral consultative forum to discuss these issues — we paid added
attention to the increased activities of small- and medium-sized enterprises. We held our first
“virtual” (via the Internet) trade mission to China last August to give our smaller companies
high-tech but low-cost way to explore the Chinese market. The 15 U.S. companies; most of
which were SMEs, were impressed by our ability to leverage the Internet without having them
face the cost and fatigue of traveling to Asia.

CHINA, THE WTO, AND SMALL BUSINESS

The WTO accession process consists of two parts: completion of bilateral market access
agreements with all WTO members seeking such commitments, and completion of the Protocol
and Working Party Report which elaborates the specific commitments and details how China
will implement WTO rules. Once the Working Party reaches a consensus on the Protocol and
Working Party Report, it forwards its recommendation on the accession package to the General
Council for approval. The first part is nearly complete, and negotiations of the Protocol and
Working Party Report are ongoing,.

After the accession package is approved, China must revise many laws and regulations, reduce or
eliminate thousands of import tariffs, and implement changes in its economic system to comply
with its WTO obligations. This effort already has begun. China is making real progress on
rewriting its foreign-related economic laws and regulations to make them consistent with WTO
rules. These laws cover 2 wide range - from customs to foreign investment, from trade in
services to intellectual property protection.

China’s WTO accession will help U.S. small companies by addressing trade restrictions and
other problems. Many of China’s tariffs will be reduced immediately upon accession.
Paperwork and complex regulations can overwhelm small companies, and simplified customs
measures and automatic import licensing will reduce these costs. Excessive product testing
requirements — which are especially disadvantageous to small businesses — will be eliminated.
U.S. firms will be able to sell directly to the end-user in China — cutting out the middlemen now
required and Jowering expenses.

Additional measures to protect intellectual property and to prevent forced technology transfer
will greatly assist small businesses, which often utilize innovative and proprietary technology.

ITA ASSISTANCE
For U.S. firms — both small and large — to prosper in the Chinese market, we must work with the

Chinese to ensure that China meets its obligations, including those negotiated in our bilateral
agreement signed in 1999. Last year, working with other agencies, Commerce developed a

-
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Compliance Initiative, which the Congress funded, boosting Administration resources focused on
China. Our FY2001 budget includes the placement of several new compliance officers in
Beijing, who will protect the interests of all U.S. businesses — small and large.

We have established a China Compliance Team drawn from all the components of the ITA. The
Team meets regularly to plan, review, and ensure the coordination of all activities ITA is
undertaking with China.

We have responded to China’s request for technical training on WTO compliance issues by
conducting training sessions on the WTO in Beijing and Shanghai last fall. We also are working
with other groups around the country to bring needed specialized training to Chinese officials —
from commercial law judges to Intellectual Property Rights (IPR) enforcement officials. We are
also working with industry to address specific sectoral concerns.

We have implemented an accelerated investigation process to encourage rapid resolution of
market access and compliance problems, and will use it whenever possible, to avoid the formal
WTO dispute settlement. This is especially important for small businesses — which cannot afford
a long wait to have their problems addressed and resolved.

The reason we are working so hard to open China’s market and to ensure that it complies with its
market-opening commitments is to enable U.S. companies to take advantage of its huge market
potential. While many small- and medium-size companies have started to export to China, many
other SMEs see the Chinese market as too large, too different, and too difficult.

At the ITA, we offer several services that can help U.S. companies tap into the potential of the
Chinese market. In the past year, we have held exporting seminars throughout the United States
to reach out to SMEs by explaining the benefits of the WTO agreement and how to take
advantage of the agreement to begin or expand their exporting to China. We have conducted
video conferences between our Foreign Commercial staff, located in Beijing and Shanghai, and
U.S. companies to give companiés “on the ground” information. We have developed a new
China Website (www.export.gov/china} to help our SMEs obtain information on opportunities in
China. As referenced earlier, we conducted a virtual trade mission with 15 SMEs as a follow-up
to the JCCT meeting last year.

3
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Our Commercial Service has more American staff posted in China than in any other foreign
country in order to work with U.S. companies in this sometimes difficult market. Our officers
are stationed in the following cities: Beijing (10 officers); Chengdu (1); Guangzhou (2);
Shanghai (4); Shenyang (1). In addition, throughout China, ITA has approximately 70 Foreign
Service Nationals (FSNs) and Personal Service Contact (PSC) employees. In the Hong Kong
office, there are four officers, and 19 FSNs and PSCs. In 2000, our commercial staff in China:

» counseled 3,558 U.S. firms, including 1,210 newcomers to the Chinese market
(and 602 first-time exporters);

> hosted 56 trade missions;

> provided 63 Gold Key Services, arranging for U.S. company representatives to
have several face-to-face meetings with different potential business partners; and

> submitted 28 industry-sector analyses describing business conditions and

opportunities in the most promising export areas.

For Hong Kong, in 2000, our commercial staff:

4 counseled 1,127 U.S. firms, including 600 newcomers to the Hong Kong market
(and 158 first-time exporters);

3 hosted 7 trade missions;

> provided 23 Gold Key Services; and

> submitted 12 industry-sector analyses.

Through ITA’s products and services, we are assisting U.S. SMEs in meeting the challenges and
obtaining benefits from exporting to China.

Conclusion

China’s WTO accession will create new business opportunities for small businesses which thrive
in the United States and China due to their perseverance, hard work and entrepreneurial natures.

Before I conclude, I also would like to note that the Trade and Development Agency has
reopened in China and is currently preparing a solid work plan for China this year. Small
businesses can receive TDA grants for feasibility studies and various forms of technical
assistance — further enhancing their global competitiveness.

To be realistic, China’s WTO accession will not immediately eliminate all trade problems U.S,
firms have experienced in China. We do expect a challenging short—to-medium term
implementation process. However, China’s WTO agreement will provide U.S. industry and
government with a road map of market-opening measures and dispute resolution mechanisms.
And we stand ready to assist small businesses any way we can.

e
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You posed the question whether China’s WTO accession will be a good deal for U.S. small
businesses — so, given their current involvement in the Chinese market, which will become
increasingly open — I can unequivocally answer *yes.” 1look forward to your other questions —
just hope that they’ll be as easy to answer!

5.
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Mr. CONLON. Senator Kerry.

Senator KERRY. Good morning, everybody. I am glad to be with
you. Thank you all for being here, and thank you particularly, pan-
elists. Thank you, David Eisenhaure, for coming down from
SatCon. We are glad to welcome you here. And, everybody, we
thank you for your contributions.

I apologize for not being here at the outset, and I also have to
leave because we are having a Finance Committee hearing right
now on the marginal rate cuts, obviously important to all of you,
and to all of us as we try to sort out where we are going there.
But our very able staff on both sides, Paul Conlon and John
DaSilva, will be managing the process, and John will be here for
me throughout your comments.

Let me just say very quickly, I have had the privilege of being
deeply involved in these issues as a member of the Foreign Rela-
tions Committee, where I sat for some 16 years. I am the ranking
Democrat on the Asia Subcommittee, so I am constantly dealing
with issues related to China and, indeed, the whole Far East, as
well as for a number of years, until this year, when I shifted to the
Finance Committee, I have been on the Banking Committee where
we have done a lot of the export licensing and other kinds of issues
that are critical to trade. And I am the only member of our delega-
tion in Massachusetts who hung in there on fast track and who has
supported every single one of the trade efforts to expand our capac-
ity to take advantage of the global marketplace.

I think increasingly what happened in Seattle and elsewhere has
raised issues that we have to address, and, indeed, at the World
Economic Forum this year, there was a significant, very significant
level of discussion by all of the CEOs and companies and govern-
ments present to try to deal with the values that also have to be
part of the trading regime.

It is not going to do any of us any good to sort of think of trade
exclusively in the context of the trading rules and regulations if a
large part of the world isn’t going to benefit by it. And it is going
to be harder and harder to get governments to support those efforts
if their populations aren’t also benefiting.

So everybody needs to think about how we go down the road
from here in terms of transferring those values, as some have said,
putting a human face on globalization, and I think for small busi-
ness that is as much a consideration as it is for larger businesses.
All of you will be ambassadors, so to speak, in this effort as you
engage in your relationships in export and in trade.

Enough said with respect to that. Let me just say that I want
to emphasize obviously the degree to which I believe this is good
for the long-term health of our economy. As you all know, export
sector jobs are the higher-paying jobs, the higher value-added jobs
of our society. It has contributed an astounding 30 percent of our
domestic growth, providing 11 million jobs. And it is going to grow.
And anybody who thinks any nation is going to turn back the wave
of international exchange of goods and services and culture and
people simply doesn’t understand or have a grasp on where we are
heading. So it is going to play a larger role, and we need to be pre-
pared for that and capable of taking advantage of it.
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Just to give you an example, in my State of Massachusetts ex-
port sales of merchandise totaled $17.1 billion in 1999, rep-
resenting a growth rate of 3.9% over 1998 levels and nearly dou-
bling the national average. And 86 percent of Massachusetts firms
that exported in 1997-98 were small firms. And half of our export-
ers have less than 20 employees, just to give people a sense of the
possibilities here and what we can do.

I think we can do a lot more. Olympia Snowe and I joined to-
gether to ask Robert Zoellick to create a position of an Assistant
Trade Representative specifically targeted on small business be-
cause we think we could do a great deal more to enhance the ca-
pacity of small business to be leveraged in this marketplace now.
And, likewise, I have talked to Colin Powell and pressed very hard
with both he and the Commerce Department to augment signifi-
cantly the Foreign Commercial Service and other representatives
that are abroad, because it has been my experience when I have
been to Hong Kong or various other stop points in the Far East
that we are losing extraordinary opportunities to marry small busi-
nesses with various business opportunities because we don’t have
the people on the ground, we don’t have the facilities, and we
haven’t committed ourselves to do this.

You know, foreign policy is not just the policy components. There
is a huge economic component of it today, and we have to factor
that more, I think, into our thinking, and maybe here you can dis-
cuss that a little bit, about ways we might be able to do that.

I think those are sort of the key observations that I wanted to
make, but I do think in the world of cyberspace, with the Internet
and other things happening, there is just an enormous opportunity
for us to be able to augment people’s abilities to be able to get into
some of these markets where heretofore they never thought they
could. And a lot of that is education, and to some degree technical
assistance, and we need to facilitate our own Government efforts
to some degree to make it—to have a very clear menu for people,
a very easy one-stop shop for people to be able to figure out how
they can take advantage of this. And I think to whatever degree
we can augment that here within the Small Business Committee.

I think we should make it a major mission of our efforts this
year, because there is far more growth for small businesses in ex-
port and in trade than many, many people sense. And that will sig-
nificantly bolster our economy and even cushion us against, other
downsides, other downturns in various other sectors of the econ-
omy, if you have got a lot of cottage industry, a lot of small effort
going on that really is sustaining you with a broad-based job base.
Moreover, it significantly augments small business growth and a
lot of the value transfer that we are interested in having in some
of these countries and ultimately increases their capacity to have
economic stability and even political stability as a result. They go
hand in hand.

So I think this session is on the right track, and I thank all of
you for taking the time to come here and be part of it. I appreciate
it.

I don’t know, Paul, what you want to do now. Do you want to
proceed to questions?



55

Mr. CONLON. Actually, just to get everybody to introduce them-
selves, so, Mr. Goodwin, if you would like to start by just stating
your name and what organization you are within, and then we can
go around the table.

Mr. GooDwWIN. I am Bob Goodwin. I am the executive vice presi-
dent and general counsel of Chindex International. We are a health
carﬁ company, both exporters and we own a hospital in Beijing as
well.

Ms. GRIFFIN. My name is Leslie Griffin. I am director of Asian
Affairs at the U.S. Chamber of Commerce, and thank you, Senator
Kerry, for holding this hearing. It is of great importance to us.

Ms. Li. My name is Dottie Li. I am the managing director for
TransPacific Communications, a boutique public affairs and com-
munication shop. We counsel folks, small business, large business,
both U.S. and Chinese, Asian, what have you, when it comes to
business dealing with U.S.-Asia-related issues.

Mr. MEENAN. I am James Meenan. I am with Global Business
Access, and I am a member and past Chair of the Trade Advisory
Committee to the Department of Commerce and USTR, and I want
to thank you, Senator, for that legislation for USTR to appoint an
assistant for small business. We have been working on that for a
number of years and do find a major gap in that area of carrying
small business issues into the trade negotiating field. Commerce
does an outstanding job on the trade promotion, but it is the nego-
tiation where we need representation.
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Before the US. 8 C i on Small B
On the Topic: PNTR/WTO — A Good Deal for U.S. Small Business in China

Summary
Small and medium enterprises {SMEs) are dominant economic forces in both the U.S. and China economies and

both groups stand to gain with China’s adoption of the new commercial regimes that come with Accession to full
World Trade Organization membership. Establishing long term business relations in China is also based upon
developing good inter-personal relations amongst the business parties, a fact that works to the benefit of SMEs
whose principal officers are most engaged in trade transactions.

‘While the China road to WTO membership will be winding and lengthy, the U.S. government can directly assist
its SMEs through accelerating the market opening reform processes by working through third parties, ie.,
multilateral development and financing institutions such as the World Bank, Asia Development Bank and United
Nations. These institutions are in a unique position to provide China’s middle managers with the needed technicat
assistance and training required to better understand the reforms that will be required and to initiate action plans
for making the appropriate adjustments in the government institutions’ policies, regulations and practices,

The U.S. Trade Representative (USTR) in collaboration with the Departments of Commerce, Treasury and State,
should explore with the U.S. representatives at these multilateral institutions, the best approaches that these
bodies could take to provide China, at this time, with the needed mid-manager technical assistance and training,
including best practices models, for the array of reforms that will be required to facilitate implementation of WTO
Accession accords. These measures should not await formal Accession, but commence as early as possible, to

- belp develop a better understanding of what China is agreeing to undertake and smooth the road to an improved
commercial environment in which SMEs from both countries can flourish,

Observations

China is rich in contradictions for U.S. firms. The world's most populous nation, China covers an area larger than
the United States. Yet its market is small and concentrated in a few regions along the eastern seaboard. China is
one of the world's oldest civilizations, with thousands of years of history, literature and culture, yet the People's
Republic is a mere S0 years old. Most of its laws and regulations governing business and trade have been only
written in the past twenty years. Over these past twenty years, China has moved from a planned to a market
economy and is now in many ways more capitalist than communist.

Most Chinese firms remain relatively small and under-capitalized with pockets of excellence in selective industry,
These have competed successfully with world leaders in the white goods and home electronics markets. Chinese
personal computer manufacturers have won back market share from such giants as Compagq and IBM.
3317 Albion Court
Fairfax, VA 22031-3001
Phons: (703) 273-5836
Fax: {703} 273-5838
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For over two hundred years foreign firms have been entranced by the enormous potential of the China market, 2
potential that remains largely untapped. U.S. exports to China were only slightly more than $13 billion in 1999,
enly 2% of our global exports, and less than U.S. exports t¢ China's smaller neighbors, South Korea ($23.0
billion), Singapore ($16.2 billion), and even to Taiwan ($19.1 billion).

China is a market with vast potential. The trick is realizing that potential. China's pending accession to the WTO
will make it easier for U.S. firms to do this, but it is false to believe that WTO entry provides an end-all solution,
Opportunities are available in China, but companies must address the many obstacles,

Since the beginning of reform in 1980, the role of the government in the economy has been strong. Although
government revenue has been falling as a share of gross domestic product (GDP), off-budget revenues and
expenditures are equal to official allocations in many sectors. As the ultimate owner of state enterprises, the
government continues to control roughly two-thirds of GDP and employment. The long-term plan is to sell the
government share in most corporations to the public, with the exception of those industries deemed essential to
national security. However, the definition of national security is currently quite broad, including
telecommunications, mass media, and other areas not so defined in other countries.

Personal relationships in business are critical. The Chinese feel more comfortable dealing with "old friends," and
it is important for exporters, importers, and investors to establish and maintain close relationships with their
Chinese countesparts and relevant government agencies. It is equally important that American exporters
encourage strong personal relationships between their Chinese agents or distributors and the buyers and end-
users. A network of strong personal relationships will help ensure smoother development of business in China.

The signing of the U.S.-China Bilateral Market Access Agreement on China's Accession to the WTO on
November 15, 1999, represents a major victory in the United States’ ongoing effort to open China's market to
U.S. goods and services. By encouraging structural reform and the rule of taw, the Agreement will also support
China's own domestic reform process.

The Bilateral Agreement on China's WTO Accession is only the latest of fourteen trade agreements negotiated
between the United States and China since 1979. These agreements cover everything from civil aviation and
satellite exports to agriculture and intellectual property rights protection. Each of these agreements has played a
role in China's gradual process of trade liberalization, and created new opportunities for U.S. exporters.

The Chinese government has recognized for a number of years that economic reform and market opening are
cornerstones of sustainable economic growth. Nonetheless, these reforms have been difficult and often painful for
certain constituencies, particularly in the aging industrial sector and heavily protected agricultural sector. Thus,
while China today has a vastly more open and competitive economy than 15 years ago, there are still many
significant barriers in place.

Some of the current trade barriers that U.S, firms face are:
High rariffs: At present high tariffs constitute an effective import barrier.

Import Quotas & Licensing: WTO rules bar quotas and other quantitative restrictions, China has been gradually
eliminating ther and will continue this process after Accession over a several year phase-in period.
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Transparency: 1t is increasingly easy to find information about economic and trade regulations in the print and
electronic media. However, despite this progress, access is still a problem. Chinese officials routinely implement
policies based on "guidance” or opinions” not available to foreign firms and they have not always been willing fo
consult with Chinese and foreign industry representatives before new regulations are implemented.

Legal Fromework: Laws and regulations in China tend to be far more general than in most Organization for
Economic Cooperation and Development (OECD) countries.

Local Agents: The ability of foreign firms to distribute directly their products in China is subject to strict
limitations.

Anti-Competitive Practices: These operations in China exist in the form of monopolistic practices designed to
protect the state-owned sector.

The foregoing provides a good illustrative example of the areas in which third party technical assistance and
training could be focused to greatly assist China’s assimilation as a full member of the global economy and key
trading party for SMEs.

Recommendation

In the written question and answer portion of Ambassador Robert B. Zoellick’s confirmation process for U.S,
Trade Representative, Sen. Max Baucus asked that in view of the widening gap of understanding that ts growing
with Less Developed Countries (LDCs) in the area of trade negotiations and agreement implementation, would
USTR work to integrate development funding organizations, such as the World Bank and regional banks, in a
constructive technical assistance and training effort to aid LDCs to better understand the trade reforms being
negotiated and enhance implementation of the accords reached. Amb. Zoellick responded in part that he thought
the idea of technical assistance by the international financial institutions related to trade is a very good one.

Accordingly, given the importance of China to U.S. SMEs it would be most appropriate to test this Aid for Trade

. approach at this time. Recognizing that China, in many ways, is not a LDC, the USTR should initiate discussions
amaongst the concerned federal departments, i.e., Commerce, Treasury and State to have the U.S. representatives
at these multilateral funding institutions explore how best to proceed to directly support, through the provision of
technical assistance and training, China’s adoption of the agreed WTO Accession reforms.

Note: Data contained in these remarks come from unclassified U.S. government sources.
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Senator KERRY. Good.

Mr. MUELLER. I am Jack Mueller. I am chairman of G&W Elec-
tric Company in Blue Island, Illinois. We manufacture high-voltage
electrical equipment used in the distribution of electric power. We
have been around since 1905. We are privately owned. We do about
$50 million in sales, 35 percent of which is exported. We have ex-
ported to China over the past 5 years about $15 million worth of
equipment. Some of it goes direct to Chinese customers, utilities
and others, numbering over 120. We started a Chinese manufac-
turing facility in Shanghai in 1996. We have 20 employees there,
all of whom are Chinese nationals, and that facility has exported
or has shipped about $2 million worth of product over the past 5
years.

Obviously, we have had a good experience in China. China’s
membership in WTO would be helpful to us to formalize primarily
the legal system. Somebody asked me earlier if we are able to col-
lect on our shipments, and while our receivables tend to run longer
than elsewhere, we have had no particular problem in that area.
And I am also here representing the National Electrical Manufac-
turers Association (NEMA). NEMA heartily supports the WTO ef-
fort.
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March 7, 2001

Chairman Bond, it is a pleasure to see you again this moming. Members of the
Committee, my name is Jack Mueller and I am Chairman of the G& W Electric Company of Blue
Island, Illinois. Founded in 1905, G&W is a privately-owned manufacturer of electrical power
equipment. Our annual sales are $50 million, with about 35% outside the U.8. G&W customers
include electric utilities as well as large consumers of eleciricity such as manufacturing plants,
office buildings, schools, colleges, hospitals and military bases. We have 320 employees, with
20 located in Shanghai, China where G& W has a manufacturing facility. Our Shanghai
operation was started in 1996. It is ISO 9001 certified and in 2000 shipped over $2 million of
product from that plant to Chinese utilities and other Chinese customers. During the past five
years, G&W has shipped over $15 million of electrical equipment to China directly from Blue
Island as well as from our Shanghai location. Obviously, the Chinese market is very important
to our small company.

I speak to you today on behalf of the National Electrical Manufacturers Association
(NEMA), which greatly appreciates your invitation to appear at this important event. NEMA is
the largest trade association representing the interests of U.S. elecirical industry manufacturers.
Its mission is to improve member competitiveness by providing high quality services that impact
positively on standards, government regulation and market economics. Founded in 1926 and
headquartered in Rosslyn, Virginia, USA, its more than 450 member companies manufacture
products used in the generation, transmission, distribution, control, and use of electricity. These
products, by and large unregulated, are used in utility, industrial, commercial, institutional and
residential installations. Through the years, electrical products built to standards that both have
and continue fo achieve international acceptance have effectively served the U.S. electrical
infrastructure and maintained domestic electrical safety. NEMA member companies employ
some 500,000 people in the United States and have annual sales exceeding $100 billion in value.

In addition to this statement, I am submitting a copy of NEMA’s paper on “Trade
Priorities for the New Administration and Congress™ for the record and your consideration.

National Electrical
Manufacturers Assoclation

1200

North 1¥th Steet, 847
7
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NEMA members, the vast majority of whom are small- to medium-sized enterprises, very
much want to increase their international sales. To help them in the Americas, the Association
has benefited from the assistance of a Commerce Department grant in opening offices in Mexico
City and Sao Paulo -- and our industry is very much looking to the Asia-Pacific region as well.
In this respect, China naturally lies front and center.

As to the question of whether China should have Permanent Normal Trade Relations
(PNTR) status and be allowed to join the World Trade Organization (WTO), I say absclutely yes
so that success stories such as ours and other NEMA companies” can be repeated. Let me assure
you that it is possible to do business in China to the benefit of all parties including American
workers, and it is crucial that Congress pass appropriate measures so that commerce with China
can continue to grow.

For now I would like to close with a few simple suggestions on what Congtess can do to
help U.S. small business in this exciting market:

*  Pass the appropriate measures relating to PNTR and the WTO so that Beijing becomes
officially subject to the legal system governing world trade. If this means a 2001 annual
extension of China’s NTR status because it’s formal entry into the WTO is not
completed, then such an extension should be endorsed.

* Grant US Departments and Agencies the resources to adequately monitor and push the
Chinese on compliance matters. The US Government does not just have to negotiate
favorable trade agreements; it needs to be vigilant in making sure that other countries live
up to their commitments in practice.

* Provide US Government trade finance agencies such as the Ex-Im bank with enough
funding to help small businesses to really make inroads in China.

¢ And re-assess our approaches to non-sensitive export controls and sanctions in general.
My personal view is that U.S. business can make a positive impact in ¢ountries such as
China, but at times our withering array of do’s and don’ts creates an awful lot of
disincentive to go there — in contrast to competitors from a number of other countries.

« Endorse any other accords which provide greater market access by reducing or
eliminating tariffs, customs regulations, technical barriers, government subsidies or
preferences for local companies. In this respect, NEMA. very much wants to see foreign
government procurement and regulations development become more open and
{ransparent.

Thank you for your consideration of these remarks, Mr. Chairman. [ look forward to
discussing G&W’s China experiences in greater detail during our general discussion.
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NEMA Trade Priorities
for the
New Administration and Congress

NEMA is the largest trade association representing the interests of U.S. electrical industry
manufacturers. Its mission is to improve the competitiveness of member companies by
providing high quality services that impact positively on standards, government regulation
and market economics. Founded in 1926 and headquartered in Rosslyn, Virginia, its more
than 450 member companies manufacture products used in the generation, transmission,
distribution, control, and use of electricity. These products, by and large varegulated, are
used in utility, industrial, commercial, institutional and residential installations. Through
the years, electrical products built to standards that both have and continue to achieve
international acceptance have effectively served the U.S. electrical infrastructure and
maintained domestic electrical safety. Annual shipments exceed $100 billion in value.

National Electrical
Manufacturers Association
WWW.nema.org

1300 North 17th Street, Suite 1847
Rosstyn, VA 22209

(703) 841-3200

FAX (703) 841-5900
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General and Multilateral Issues

o Trade Negotiating Authority: NEMA favors quick approval during the 107%
Congress of trade agreement negotiating authority. Over the past three years, the
President’s lack of such authority has not only impeded the Administration’s ability to
negotiate agreements, but has been invoked by many of our trading partners as an
excuse to delay real negotiations on opening their markets. We must remove this
barrier fo trade liberalization and leadership by giving President Bush broad “fast-
track” authority as soon as possible in the 107™ Congress. NEMA favors keeping
labor and environmental issues outside of trade agreements, NEMA supports the
market opening measures contained in the recently concluded U.S.-Jordan Free Trade
Agreement (FTA) but opposes the inclusion of labor and environmental provisions
that hold the possibility of trade sanctions. For this reason, the FTA with Jordan as
currently negotiated sets a poor precedent for future and more ambitious trade
agreements, including a Free Trade Area of the Americas (FTAA).

¢ Tariff Elimination: The world-wide elimination of tariffs on electrical products is a
basic NEMA goal. We therefore urge the U.S. to pursue tariff elimination for
clectrical products in all fora, including via the energy sector of the WTO Accelerated
Tariff Liberalization (ATL) initiative or via regional groups and/or other opportunities
as they arise. NEMA also urges the U.S. to push for completion of the second phase
of the International Technology Agreement (ITA-2), which would eliminate tariffs on
a wide range of IT items, including some NEMA products. NEMA also supports
continued efforts by U.S. officials to expand the membership of the existing ITA and
to negotiate accelerated tariff elimination for electrical products under the North
American Free Trade Agreement (NAFTA).

¢ Energy Services Liberalization: NEMA supports liberalization of trade in energy
services, in order to allow more people worldwide to enjoy high quality, affordable
energy, and also to provide new opportunities to those energy service and electricity
providers who use the equipment made and services provided by NEMA’s members.
Thus, NEMA is an active member of the industry coalition campaigning for the
inclusion of commitments on energy services in the WTO’s “built-in agenda”
negotiations on services. NEMA's primary perspective is that of the industry that
provides the equipment and products used to build and maintain electrical energy
systems, but many NEMA members are active providers of energy services as well.
The liberalization that is good for utilities is also good for our manufacturers, service
suppliers, and for the users of electricity. USTR has included energy services in its
proposals for the WTO services negotiations and we lock forward to continued efforts
from the Bush Administration and support from Congress fo secure commitments
from our trading partners in this crucial area.

* Transparency in Government Procurement: The U.S. has been a leader of efforts
to achievea WTO agreement to make government procurement more open and
transparent. Preferences for local companies on the part of host governments, as well
as a lack of transparency in awarding contracts, have served to unfairly exclude U.S.



64

at—— ¥
o’gﬁ_ﬁ NEMA Trade Priorities
wEaEW, page 3

Setting Standards for Excellence

companies on countless occasions. It is time for U.S. entities to be able to compete on
equal footing with domestic suppliers. We look forward to continued leadership from
USTR and Congress in pursuing 2 WTO agreement on transparency in government
procurement.

NEMA also urges the Bush Administration to increase efforts to obtain full
implementation and enforcement of all signatories to the 1999 OECD Aunti-Bribery
Convention and the 1997 OAS Convention on Corruption.

¢  WTO Technical Barriers to Trade (TBT) Agreement: NEMA supports the
concepts outlined in the WTO TBT Agreement and believes that all countries should
implement, to the fullest extent, the obligations outlined there. These obligations
include: standards development processes that are transparent and include participants
from all interested parties; a conformity assessment system that upholds the principles
of most-favored nation treatment (meaning equal treatment in all countries); and
national treatment (meaning equal treatment of domestic and foreign products, as well
as test laboratories conducting conformity assessment services) in the application of
testing and certification procedures.

In addition, the U.S. government must continue working to dispel the
misinterpretation that the use of the term “international standards™ in the WTO TBT
agreement applies only to International Electrotechnical Commission (IEC),
International Standards Organization (ISO) and International Telecommunications
Union (ITU) standards. An interpretation should also include widely-used norms such
as some North American standards and safety installation practices. This
misinterpretation can be disadvantageous to U.S. businesses’ efforts to sell in global
markets. Moreover, the importance of openness and transparency are lost when focus
is only on those three standards bodies. The Bush Administration must continue
vigilant monitoring of our WTO partners to ensure their adherence to their TBT
commitments.

« Opposition to Mutual Recognition Agreements (MRAs): In NEMA’s view, the use
of MRAs should be limited and considered only as an alternative for conformity
assessment needs when applicable to federally regulated products such ag medical
devices. MRAs are not the answer to conformity assessment needs in non-regulated
areas; if anything, they serve to encourage the creation of unnecessary product-related
regulation. In this regard, while we strongly objected to the inclusion of an electrical
safety annex in the U.S. MRA with the European Union a few years ago, we are
pleased that the Clinton Administration has either excluded electrical products from
subsequently negotiated MRAs or refused to sign on to any such accords that include
them. We look forward to a continuation of that stance.

¢ WTO Accessions: NEMA looks forward to China’s accession to the WTO in the near
future, byt sapports U.S. and EU efforts to ensure that China is fully committed to
fulfill all of its pledges and obligations, NEMA welcontes the opportunity to help our
member companies take advantage of China’s formal market-opening entry into the
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rules-based international trading system and will work with the National Association
of Manufacturers to assist USTR, the Commerce Department, and Congress to
monitor and ensure China’s compliance with those rules. If multilateral negotiations
on China’s accession are prolonged into the summer of 2001, NEMA calls on
President Bush and Congress to grant a one-year renewal of China’s MFN status.
NEMA also looks forward to Taiwan’s WTO accession, which should quickly follow
China’s.

NEMA also hopes for a greater progress in bilateral negotiations with other WTO
accession candidates, NEMA appreciates the ongoing negotiations with Saudi
Arabia and urges continued emphasis on standards and TBT issues. NEMA
representatives traveled to Saudi Arabia in May 2000 to strengthen dialogue with
Saudi Arabian Standards Organization (SASO) officials and will continue to develop a
cooperative relationship to ensure market access for products made to NEMA
standards. USTR should also seize the opportunity for renewed emphasis on
negotiations to bring Russia and Ukraine into the WTO. Although membership is
years away for both countries, U.S. leadership is needed to ensure that progress toward
that end continues at a reasonable pace and both countries reinvigorate their long
processes of legal and economic reform and institution-building,

European Union Regulatory Initiatives and WTO Disputes

¢ Regulatory Cooperation: NEMA supports continued work toward a U.S,-EU
agreement on Principles for Regulatory Cooperation. This agreement could not be
worked out in time for the Dec. 2000 U.S.-EU summit in Washington, but both sides
should strive to complete an agreement in early 2001.

¢ Proposed EU Substance Bans and “Take Back™ Legislation (WEEE, EEE): The
EU has proposed two new directives as part of its broader environmental agenda that
could form market access barriers for U.S. electrical and electronics products.
Approved by the EU Commission in June 2000, the first directive addresses take-back
and recycling of Waste Electrical and Electronic Equipment (WEEE) while the
second, known as the ROHS (Restriction on the Use of Hazardous Substances)
directive, would impose bans on the use of certain substances currently used in
manufacturing without providing sufficient basis for processes to identify any needed
substitutes. Since the directives’ approval by the Commission, industry concerns have
been effectively ignored. The two directives could come into force in 2001, allowing
differing standards and procedures among the 15 member states,

In addition, the Commission’s Enterprise Directorate is developing its own Electrical
and Electronic Equipment (EEE) directive, which would require manufacturers to
comply with a series of requirements throughout the life-cycle of a product. The need
for such a directive is questionable and the views of the U.S. government and U.S.
industry should be taken into account by DG Enterprise, especially during this
development stage.
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NEMA urges the Bush Administration and Congress to clearly identify these measures
as serious potential trade barriers and to seek an accommodation that would emphasize
rational, cooperative and science-based measures as alternatives to broad-brush
regulatory mandates.

¢ EU Council Recommendations on Electro-Magnetic Fields (EMF): In 1999, the
European Union issued recommendations that set EMF exposure limits for the general
public over a range of frequencies. Member states may provids for a “higher level of
protection” than in the recommendations, and thus can adopt more strict exposure
limits. Extensive U.S. Government research on low frequencies recently concluded
that “the scientific evidence suggesting that ELF/EMF exposures poses any health risk
is weak.” Similar conclusions have been made from health risk studies in other
countries.

Manufacturers on both sides of the Atlantic have warned their authorities through the
TABD process that EMF could potentially become a major point of contention
between the U.S. and Burope. NEMA has notified the Commerce Dept. that EU
implementation of its EMF recommendations would create a substantial barrier to
trade, severely affecting U.S. electrical manufacturing interests. NEMA supports the
TABD position that EMF exposure standards must be harmonized internationally. The
U.S. government must continue its efforts to work with the leaders in the EU
Commission and in the member states to avoid another trans-Atlantic trade dispute,

* EU Low Frequency Emissions (LFE) Requirements: On January 1, 2000 the EU
implemented unnecessary guidelines on low frequency harmonics emissions.
Although many of the products impacted have been exempted by the EU standards
body CENELEC, a U.S. industry coalition including NEMA will be secking to play a
more active, effective role at both a technical standards level and trade policy level in
anticipation of other LFE-related measures as well as broader trade-barrier issues
raised by the guidelines. Commerce Secretary Norman Mineta raised the LFE issue in
a recent meeting with the BEU Enterprise Directorate’s leadership. Continued attention
from the Bush Administration is warranted.

¢ Implementation of the Electrical Safety Annex of the U.S.-EU MRA: As noted
above, NEMA opposed negotiation of the Electrical Safety Annex to the U.S-EU
MRA because it adds no value to the existing electrical safety systems in the U.S. and
EU. The historical record of electrical safety based on a private-sector-based
standards and conformity assessment system is a good indicator that private-sector
approaches are successful. The U.S. Occupational Safety and Health Administration
{OSHA) has implemented the ESA with the applicable NRTL (Nationally Recognized
Testing Lab) Regulations which call for OSHA accreditation of conformity
assessment bodies (CABs). EU CABs can be accredited by OSHA (as was agreed
under the MRA and available under the NRTL program before the MRA) for testing
and certifying EU products to US voluntary standards and for labeling for OSHA
recognition in the workplace. The Bush Administration should continue
implementation of the ESA in this manner.
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e “Carousel” Retaliation Lists: NEMA does not consider it appropriate for electrical
products to be included among those EU exports assessed 100% retaliatory tariffs as a
result of the banana and beef hormone disputes in the WTO. Our view is that our
industry’s products should not be caught up in another sector’s ongoing, potentially
escalating impasse, and we have made this position clear to USTR.

» Foreign Sales Corporations (FSC) Dispute: NEMA supported U.S. efforts to
resolve this dispute by repealing the old FSC provision and installing a new regime
while seeking to ensure that U.S. exporters suffer no disadvantages. NEMA has urged
its EU counterparts to support a resolution of the dispute over the FSC-replacement
law so that products in our industry do not become entangled in a cycle of retaliatory
tariff hikes on both sides of the Atlantic. NEMA encourages both the U.S. and the EU
to manage the dispute responsibly and to avoid any escalation of tensions.

The Americas and Asia-Pacific

o Free Trade Area of the Americas (FTAA) Talks, Particularly the Negotiating
Group on Market Access (NGMA): Although talks toward the 2005 creation of an
FTAA have moved along slowly, NEMA looks forward to the completion of draft
negotiating texts, including a chapter on market access, by the Buenos Aires meeting
of trade ministers in April 2001. With that step completed, we support accelerating
the timetable for completion of the FTAA. The new deadline should be 2003. NEMA
also encourages all FTAA countries to implement the agreed customs facilitation
measures by the time of the ministerial, which will precede the Sumumit of the
Americas in Quebec City. Moreover, NEMA. urges the U.S. to convince the
hemisphere’s countries that any standards provisions included in an FTAA must
mirror the WTO TBT Agreement. NEMA will continue to be engaged in the process
and recently coordinated a meeting of hemispheric industry associations to exchange
views toward potential industry consensus on FTAA agenda items.

« NAFTA Implementation and Tariff Issues: The U.S. and Mexico recently agreed
to a cross-border industry petition to accelerate the elimination of tariffs on primary
batteries (HTS chapter 8506) to January 1, 2001. Although Mexican tariffs on U.S.
electrical products will reach zero in 2003, NEMA is exploring further possibilities for
industry consensus on early tariff elimination for specific product sectors. Also, with
a new office in Mexico City NEMA is well positioned to work with U.S. authorities to
monitor and influence the Mexican standards development process for electrical
products to ensure that Mexican norms do not act as barriers to U.S. products.

e Chile-U.S. Free Trade Area: In 2001, the U.S. and Chile should take an additional
tangible step toward the FTAA by completing and enacting a high quality bilateral
free trade agreement. Given the small size of the Chilean economy and the precedent
setting benefits of such an agreement, completion of the Chile FTA should be
completed expeditiously, and need not await passage of trade negotiating authority
legislation.
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* Singapore-U.S. FTA: The U.S. government should complete a free trade agreement
with Singapore as soon as practical under the Bush Administration, taking full account
of industry input. This agreement should include an investment chapter, cover energy
services, and provide for complete trangpatency in government procurement.

¢ U.S.-Vietnam Basic Trade Agreement: After several years of negotiations, the U.S.
and Vietnam reached agreement in 2000 to open their markets to each other through a
basic bilateral trade accord. Congress should act early in 2001 to approve this
agreement, which is a crucial step in the long process of opening Vietnam’s markets.

s APEC Standards: NEMA is actively involved in bringing a greater understanding of
conformity assessment alternative processes to the region and looks forward to
National Institute of Standards and Technology workshops in 2001-2002 for Asia-
Pacific Economic Cooperation forum member countries.

U.S. Government Resources

s Monitoring, Enforcement and Overseas Presence: The U.S. Government needs to
do more than simply reach favorable trade accords; it also needs to be vigilant in
making sure that other countries live up to their commitments to foster openness,
transparency and competition. In this regard, our view is that the Commerce
Department’s Standards Attache program should be expanded and fully funded.
Likewise, we greatly appreciate the assistance provided by Foreign Comumercial
Service (FCS) offices abroad, and hope that FCS activities will receive ample support
in the years ahead.

With the support of a Market Development Cooperator Program (MDCP) grant from
the Commerce Department, NEMA opened offices in Sao Paolo, Brazil and Mexico
City, Mexico in 2000, The MDCP is an innovative public/private partnership whose
grant budget should be expanded so that more organizations can enjoy its benefits,
NEMA looks forward to continuing its close cooperation with the Commerce Dept. on
this project.

Similarly, the Bush Administration and the 107® Congress should continue the trend
in recent years of reasonable increases in funding and staff of the U.S. Trade
Representative’s Office to better allow it to more effectively negotiate, monitor and
enforce trade agreements.

» Export-lmport Bank Reauthorization: The charter of the U.S. Export-Import Bank
(Ex-Im Bank) expires in 2001 and NEMA supports legislation to reauthorize and
adequately fund the Bank. Failure to reauthorize and fund the Ex-Im Bank would
leave U.S. companies alone to face competitors armed with the aggressive export
financing regimes of European and Asian governments. Exports assisted by Ex-Im
Bank help to support hundreds of thousands of U.S. jobs and eighty percent of Bank-
supported transactions assist U.S. small businesses.
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¢ Customs Modernization and Enforcement: Last year, Congress made an important
first step in appropriating funds for the U.S. Customs Service’s long-overdue reform
of its automated systems. We look forward to further congressional support this year
for this vital initiative. In addition, we urge to continued vigilance from the Customs
Service in ensuring imported electrical products meet U.S. regulatory standards.

* "Buy America" Procurement Regulations: Majority U.S.-content restrictions on
non-sensitive electrical products should be re-evaluated in the context of both the
increasingly global economy and potential savings. By restricting access to the U.S.
market, these restrictions also have the reciprocal effect of disadvantaging U.S.
companies seeking to sell into foreign markets.

» Economic Sanctions Reform: NEMA supports passage of legislation that would
establish a more deliberative and disciplined framework for consideration and
imposition of economic sanctions by Congress and the Executive branch. In addition,
existing economic sanctions should be reviewed to determine if their effectiveness
justifies the costs to U.S. jobs and industries.

¢ Export Administration Act Reauthorization: NEMA supports congressional efforts
to enact updated legislation that meets the U.S. need for an efficient, transparent and
effective export control system.

Contacts;

Timothy Feldman

Vice President, Government Affairs
(703) 841-3251
tim_feldman@nema.org

John Meakem

Manager, International Trade
(703) 841-3243
joh_meakem@nema.org

Craig Updyke

Government Affairs Representative, Trade & Commercial
(703) 841-3294

cra_updyke@nema.org
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Mr. NoAH. My name is Jeff Noah. I am the director of Small and
Medium Manufacturers at the National Association of Manufactur-
ers. What a lot of people may not know is that NAM, 10,000 of its
14,000 members are small and medium manufacturers, so we do
have a strong interest in WTO.

Ms. SMITH. I am Jean Smith, the Acting Assistant Administrator
for the Office of International Trade at the Small Business Admin-
istration.

Mr. THOMAS. Kermit Thomas, chairman of the Banking Com-
mittee of the National Black Chamber of Commerce.

Ms. WEAVER. My name is Vanessa Weaver. I am a member of the
Board of Directors of the U.S. Export-Import Bank. Last year we
did about $15 billion in support of 2,500 export sales, 86 of which
were for small businesses. I am going to do as much as I can this
year and next year and every year I am there to help small busi-
nesses.

Ms. BriMs. I am Kitty Brims with the National Association of
Manufacturers, and I would just like to thank you again for hold-
ing this and let you know that the NAM has also put together a
compliance program to monitor our business with the Chinese.



71

” y . 'ﬂ National Association
ul of Manufacturers
Kiny S. Brims

Senior Associate Direcior, Trade Policy

Internationad Bconomic Affnirs

March 20, 2001

United States Senate
Comumittee on Small Business
Russell 428A

Washington, DC 20510

Re: Small Business Committee’s Forum “PNTR/WTO: A Good Deal for U.S. Small Businesses
in China?”

Enclosed are copies of two documents that the National Association of Manufacturers
would like to submit for the record under the forum mentioned immediately above, which was

held on March 7, 2001.
Thank you.
Sincerely,
et B
Enclosures

Munafacturing Mukes America Strong
13317 _{' ia Avenue, NW, Washi DC 20004-1790 - (202) 637-3143 - Fax (202) 637-3182 - www.nam.org
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Over 80 Percent of U.S. Exporters to China Are Small
and Medium-Sized Firms

»  An overlooked aspect in the debate over Permanent Normal Trade Relations (PNTR) with China is
the importance of the Chinese market to small and medium-sized U.S. firms. Contrary to widely-
held assumptions, the overwhelming proportion of companies that wilt benefit from improved
access to China are smatl and medium-sized firms - not large firms.

+ infact, 82 percent of U.S. companies exporting to China are small and medium-sized firms
according to a new Commerce Department Exporter Database’.

» Small and medium-sized firms account for 26 percent of the value of alt U.S. exports to China.
This is higher than the small and medium-sized exporter share of U.S. exports to the rest of the
world.

« " The number of smalt and medium-sized U.S. firms exporting to China has doubled in five years,
from 3,100 to 7,600. China led all global markets in terms of the fastest growth in the number of
U.S. small and medium-sized exporters. And the exports to China of these small and medium-sized
firms are growing twice as fast as those of their larger counterparts,

« The 7,600 small and medium-sized companies across America that sell directly to Ching, though,
are only part of the picture.

»  Additionzl thousands of small firms are “indirect” exporters to China as suppliers of comnponents to
“direct” exporters to China. Their sales and employment depend upon the ability of their
customers to sell more to China.

Smatl Firms Need PNTR with China

» The data show smatt U.S. firms are well suited to export to China's developing market, and can be
major beneficiaries as China cuts trade barriers, opens its markets, and adopts enforceable
international trade rules as the price of entering the World Trade Organization {WTO), These gains
are certain to result in even faster growth in smatl and medium-sized U.S. exporters® sates to the
Chinese market . . . .

. . . But only if the United States has Permanent Normal Trade Relations with

China, just as all other 140 WTO members will have. Without PNTR, small and

medium-sized U.S. firms will not get the same market-opening benefits as their

European, Japanese and other foreign competitors. They will be at a serious

commercial disadvantage and wili lose sales and jobs to firms in other WTO

member countries.

10,000 of the NAM’s 14,000 Members are Small and Medium-Sized Manufacturers

1. The Exporter Database is operated by the Office of Trade and Economic Analysis, International Trade
Administration, U.S, Department of Commerce. It utilizes a combination of Census Bureau links between Export
Declarations and Export Data to produce a reliable way to profite U.5. exporters.

Munnfacturing Makes America Strong
1331F {vania Avenue, NW, Washi DC 200041790 - (202) 637-3143 - Fax (202) 637-3182 www.nat.org
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China-WTO Trade Compliance

14,000 “eyes and ears” working to ensure that
China complies -- not just on paper, but in fact,

Effective monitoring and enforcement is critical if America is to realize fully the benefits of the
U.S.-China WTO accession deal. We need commitments -- not just on paper, but in fact. Increased
U.S. government trade-compliance funding, while essential to the task, must be leveraged by a
private-sector support mechanism.

The NAM is uniquely suited to undertake such an initiative. With its 14,000 members, 10,000 of
which are small and medjum-size companies, the NAM can raise awareness of both the
opportunities opened up by the agreement and new enforcement rights when roadblocks are
encountered. This is particularly important for small businesses, which might otherwise be forced
to throw up thelr arms at the first sign of Chinese government red tape.

China’s implementation of bilateral trade agreements with the U.S. has been deficient in many
areas. These bilateral agreements lack the “teeth” of the WTO’s mandatory dispute-settlement
system, to which China must now adhere. This makes a huge difference. The Commerce
Department has launched a China-specific five-point compliance-and-enforcement initiative.
Industry, in turn, needs to do its part to ensure effective monitoring of China's compliance and
instill confidence among members of Congress and U.S. business that real benefits will be achieved.

How will the NAM China Trade Compliance Plan work? A company facing a barrier
in China needs to know not only what rights it has under the agreement, but also to have access to
an effective and, in some instances, confidential, vehicle to bring problems to the attention of a
beefed-up U.S. government trade-monitoring and enforcement team.

A lone U.S. company would have little leverage to counter Chinese attempts at forced technology
transfer or subsidies to one of its Chinese competitors. Many companies, particularly small ones,
may not know where to begin in terms of working with the U.S. government to counter these
barriers. That’s where NAM’s China-WTO Trade Compliance Plan comes into the picture.

» Spread the Word on Market Access Rights. Provide exporters with an easy-to-
understand, updated, web-based, sector-by-sector breakdown of market-access rights under the
agreement,

> Create a Pipeline into the U.S. Government’s Enforcement Efforts. Establisha
mechanism to feed complaints, particularly those of small and mediuvm-size companies, into the
U.S. govermment’s ongoing enforcement efforts. The identity of the company could be kept
confidential, if desired.
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» Survey Chinese Barriers Annually. Conduct a confidential, annual company survey on
doing business in China and the barriers to market access encountered there, and feed the results
into the U.S. government’s enforcement efforts.

> Keep Pressure on the U.S. Govermment. The U.S. government’s enforcement team
needs to hear from businesses about the barriers they face in China in order to have the basis on
which to act rapidly.

It is important to remember that, even with Permanent Normal Trade Relations (PNTR}), the U.S.
still has fuil recourse to its trade remedy laws, including Special 301, Section 301, Section 201, and
anti-dumping. In addition to maintaining these enforcement tools, America gains--

> Enforcement Through WIO Dispute Settlement. The bilateral trade agreements signed
with China lacked the enforcement “teeth” of multitateral, WT'Q-authorized sanctions (without
PNTR, only less-effective unilateral sanctions would be available).

> Strict Rules Against Forced Technology Transfer. We now have agreement in writing
that China will no longer require U.S. companies to transfer their technology in order for U.S.
companies to export to, or invest in, China,

> A China-Specific Import-Surge Mechanism. China has agreed to a “safeguard”
mechanism to address rapidly increasing imports that threaten to disrupt the U.S. market. This
safeguard remains in place for 12 years after China accedes to the WTO; applies to all products,
including textiles and agriculture; and can be imposed by the U.8, solely on Chinsse products,
rather than the usual WTO requirement of imposing restrictions on imports from all WTO
members.

Manufacturing Makes America Strong
1331 Pennsylvania Avenue, NW, Washington, DC 20004-1790 - (202) 637-3143 - Fax (202) 637-3182 www.nam.org
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Mr. CooN. My name is Dell Coon. I am president of Kentucky
Bloodstock Associates. It has nothing to do with Count Dracula. I
buy and sell thoroughbred race horses. I truly have a small com-
pany. There is myself and 11 associates. Last year we did $122 mil-
lion in business, 80 percent of which was export.

Everybody was talking about the patience that you have to have
in dealing with the Chinese, and I would like to tell you a true
story. There was a former Minister of China that previously had
been a history professor at Beijing University. He was in Paris
being interviewed by Paris Match, the publication, and he was
asked—and I will paraphrase it—Mr. Minister, since you are a
world-renowned historian, what do you think the net result of the
French Revolution was? And his answer was: It is too early to tell.
[Laughter.]

That will give you an idea of the resilience you have to have
when dealing in China. To give you an idea of the scope of the thor-
oughbred business—many of you have been to Hong Kong—the
largest tax contributor in Hong Kong is the Hong Kong Jockey
Cllub, the race track, and it is Hong Kong’s second largest em-
ployer.

Mr. CowLES. I am Adam Cowles from the U.S. General Account-
ing Office, and we have spent the last 3 years tracking progress in
the negotiations, and we will be spending the next 4 years, after
China gets in, tracking China’s compliance with its WTO commit-
ments.

Mr. CRESANTI. I am Robert Cresanti with the ITAA, the Informa-
tion Technology Association of America, and the World Information
Technology and Services Alliance, here representing our constitu-
ency, which consists of about 500 members, about two-thirds of
which are small businesses.
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Statement of Robert Cresanti
General Counsel and Senior Vice President
Information Technology Assoeiation of America (ITAA)

Before the Senate Small Business Committee Forum on

“PNTR/WTO: A good deal for US small business in China?”
March 7, 2001

Senator Bond and Members of this Committee, thank you for inviting me to participate in
this forum on the opportunities provided to US small businesses by China’s accession into
the World Trade Organization.

T'am here today wearing two hats. At the Information Technology Association of America
(ITAA), I represent over 500 direct and 26,000 affiliate member companies throughout the
United States, many of them small businesses, ITAA also serves as the secretariat for the
World Information Technology and Services Alliance (WITSA), an association of 41 IT
trade associations from across the globe. WITSA enables us to gather information on
public policy issues from a global perspective.

I commend this Committee on the decision to examine China PNTR and accession into the
World Trade Organization within the context of U.S. small business. TTAA’s members,
large and small, have supported China’s accession to the WTO for a number of reasons:

Greater Market Access. Access to China’s growing market is vital to maintaining U.S.
information technology global leadership. China is on its way to attaining mega market
status as a consumer of ICT goods and services. Countries unwilling or unable to compete
for a share of this market place themselves at a substantial competitive and economic
disadvantage.

Digital Planet 2000, published last year by WITSA, pegs the 1999 China ICT market at
$48 billion, a one-year increase of over 20 percent. By way of comparison, the U.S. ICT
marketplace is $762 billion, India is $15 billion and Russia is $8 billion. Since 1992,
China’s ICT spending has experienced a compound annual growth rate of approximately
30 percent. Should this rate of growth continue over the next five years, China would
represent a $174 billion ICT marketplace by 2004.

Of the 1999 $48 billion total, China spent 73 percent on telecommunications products and
services. Digital Planet 2000 reports that another $9.6 billion went for computer hardware
and $700 million for computer software. While telecommunications is the largest single
segment of the Chinese market, software expenditures between 1998 and 1999 actually
grew substantially faster, 30 percent versus 21 percent.

China’s spending on ICT as a percentage of gross domestic product is also climabing. Less
than 2 percent in 1992, this ratio has more than doubled in seven vears to 4.9 percent. Per
capita I'T spending has gone up over six fold during those years, from $6.70 to $38.00.
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This strong positive momentum presents itself in other measures as well. In comparative
terms, China’s share of worldwide ICT spending has increased more than any other country
but Brazil. Back in 1992, China accounted for just .6 percent of the global ICT spending.
By 1999, this percentage had jumped four fold to 2.2 percent. Compare this to Germany,
which slipped from 8.2 percent of world ICT spending to 6.5 percent during the same
period; France, moving down from 5.9 percent to 4.8 percent; or Italy, down from 3.5
percent to 2.6 percent. Of the 55 countries and regions measured in the Digital Planet
study, 58 percent either lost ground on percentage of global spending or found themselves
in 1999 spending the same in percentage terms as they had in 1992.

The China ICT infrastructure also boasts very favorable growth trends. The number of
personal computers (PCs) used in education and in business and government experienced
over a ten fold increase between 1992 and 1999. PCs installed for education have climbed
from 93,000 to 1.1 million, while those used in business and government have moved from
826,000 to 8.9 million. Percentage increases in Chinese home-based PCs dwarf even these
impressive numbers, up from 50,000 in 1992 to 2.3 million. This is a forty-fold increase.

According to the office of the United States Trade Representative (USTR), between 1990
and 1998, U.S. high tech industry exports to China increased over 500%, and U.S.
communications equipment exports to China grew over 900%. Overall, China’s IT
equipment market is estimated to be growing at 20-40% annually. Other estimates:

o  China will be the third largest semiconductor market by 2001;

e China has the fastest growing telecommunications market in the world;

o Internet users in China were estimated at over 22.5 million in the end of January
2001 and are expected to grow to 120 million by 2004; and

e E-Commerce revenues in China are expected to grow from $750 million in 2000 to
$1.25 billion this year.

These predictions add up to tremendous new market opportunities for ITAA members,
large and small. The Internet is still in its early stages of development in China. The
opportunities remain largely uncharted and still unknown to smaller U.S. companies.
However, one thing is clear, American small businesses, given the opportunity to compete,
will add value with regard to content and service much in the same way they do in the
United States and other foreign markets. Market access to China will help them sew and
reap the possibilities of entrepreneurship, innovation, and profit.

Eliminating the Middle Man. China has pledged to sign onto the Information Technology
Agreement (ITA) that commits them to eliminating tariffs that run as high as 13 percent by
2005, on all products covered by the ITA. In the past, U.S. manufacturers have been
forced to use state-run distribution middlemen and to utilize locally produced parts. These
practices have inhibited product specialization and quality after-sales service and support.
As aresult of China’s accession to the WTO, U.S companies would sell directly, without
having to set up factories in China or release proprietary technologies to their competitors.
American companies would also be able to import most products into any part of China,
and for the first time would be able to sell directly to customers.
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Investment in Telecommunications. Competition in China for U.S. telecomm companies
must be ensured. Under the WTO agreement, American companies will, for the first time,
be allowed to invest in China’s telecommunications services, allowing for participation in
building the IT infrastructure of the largest potential market in the world. U.S. companies
will be permitted to form joint ventures and provide domestic and international telecom-
related services such as Internet access, e-mail, voice mail and fax capabilities. China has
agreed to allow foreign telecom service providers access to incumbent suppliers’ networks
under non-discriminatory terms. For American telecommunications companies, this will
mean the ability to provide their services over existing infrastructures via any means of
technology (e.g., cable, wireless, satellites).

Playing by the Rules. At the end of the day, the WTO consists of an agreed upon list of
trading rules, in which the WTO review process acts as the referee. Just like other WTO
members, China’s commitments will be enforceable through the WTO dispute settlement
mechanism. Never before have China’s trade commitments been subject to impartial
review and possible sanctions if necessary. Ifit loses a dispute, China will have to alter the
practice, provide remuneration, or be subject to denial of access to the U.S. market
proportional to the harm it has inflicted. This is important because the U.S. is the most
frequent user of the dispute process and has obtained favorable decisions on 23 of 25
complaints initiated and acted upon. Small businesses have a position to fall back on in the
event of unseemly behavior by their trading partners in China.

Safeguarding of Intellectnal Property. The state of play in China with regard to the
protection of intellectual property rights has been terrible for many years. Pirated software
abounded, and in many cases still does. Illegal copies, by western standards, of virtually
every type of intellectual property were easily found for sale, from books to computer
hardware. In the last two decades, China has been under constant international fire for its
failure to honor the widely accepted rules of copyright. While the Chinese government did
attempt to put an end to counterfeit merchandise sold on the streets, it never really
addressed the problen in the cyber-based world.

December of the year 2000 marked a historic first for China when the Supreme People’s
Court of China issued a decision that allows copyright owners to assert their intellectual
property rights to their works that are violated online. While China has had in place rules
to protect an individual’s intellectual property rights online in place, they were honored in
the breach, not the observance. This court ruling changes that by making content that is
able to be licensed on the net protected by government enforcement. China Daily reports
that fines for infractions can be as high as $60,000. Most of these improvements will
contribute to drawing, particularly small, IT businesscs into the Chinese market, because
intellectual property is generally all they own before their business model take hold. Itis
clear that these moves by the Chinese government have been accomplished primarily to
ease China’s transition into the WTO, and they make for a profoundly more stable and sure
business environment than the fiats issued by the old guard of Chinese communists.
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In conclusion, China has finally agreed to come to the trading table on western terms.
Small businesses in the IT arena will undoubtedly benefit for these and other reasons. The
global information superhighway has, in many ways, been far less bumpy than the road to
free trade, but we continue to make progress down both. We cannot turn back now.

Small business benefits in two ways. First, the incredible barriers to entry, which China
previously placed at their boarders, will first diminish and then fade away. While these
barriers posed substantial paperwork and financial concerns for larger firms, they
ultimately functioned as an insurmountable obstacle to smaller companies. Second, the
fact that so many larger companies will ultimately have access to the Chinese market will
spur production and economic activity within the United States. Small business will be an
equal partner in receiving the benefits of a worldwide economic upturn in production and
consumption. Thank you for your time and interest; I am honored to have been asked to
present my point of view here today.
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Mr. DUGGAN. I am Marty Duggan, Small Business Exporters As-
sociation. I want to say thank you to the Committee for getting on
to this issue. We testified for a number of years regarding the trade
deficit. It was the Chairman who mentioned that our trade deficit
was in the neighborhood of $100 billion. And if you go back to
1986, it was $1 billion. And there has been these incremental
jumps ever since, and nobody has really done an awful lot about
it, especially the Congress. And I think that—I testified, I think,
4 or 5 years in a row before the Ways and Means Committee, and
the only thing I changed was the deficit numbers.

So we are doing $16 billion a year. That is wonderful. But we
have still a long way to go to kind of level the playing field. And
it is nice to see that there was some balance in the presentations
with people who have been on both sides of the China question.

I think we have a difficult task ahead of us, and I would hope
that the Congress would become more involved.

Thank you.

Mr. FREEDENBERG. I am Paul Freedenberg. I am director of Gov-
ernment Relations with AMT, the Association for Manufacturing
Technology. We have 370 members, many of them in Massachu-
setts, ranging from $2 million in sales up to $1 billion. And we
build machine tools, measuring devices, and manufacturing soft-
ware.

And China, outside Mexico and Canada, China is our largest ex-
port market, and that is despite very large barriers, both put out
by the Chinese and by the U.S. Government, in the area of tech
transfer.
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STATEMENT BY DR. PAUL FREEDENBERG
DIRECTOR OF GOVERNMENT RELATIONS FOR
AMT-THE ASSOCIATION FOR MANUFACTURING

TECHNOLOGY, MARCH 7, 2001

I will be speaking on behalf of AMT — The Association for
Manufacturing Technology, where I am the Director of Government
Relations. AMT represents 370 member companies, with annual sales
ranging from less than $2 million to several hundred million, who make
machine tools, manufacturing software, and measurement devices. Industry
sales total nearly $7 billion, and exports account for more than one-third of
those sales.

The U.S. Government has consistently been by far the most rigorous
couniry with regard to reviewing license applications for exports to China.
The result, as evidenced by the data in this paper, has been lost business and
lost jobs, with no appreciable effect on the ability of the Chinese to acquire
the equipment and technology that they desire. Other countries within the
Wassenaar Arrangement, our multilateral export control arrangement,
simply do not share our assessment of the risk factors involved in
technology transfer to China and have generally maintained a far less
stringent licensing policy. Indeed, one could say, without any equivocation,
that our European allies maintain what could only be described as a
favorable export licensing policy toward China. This can be illustrated by
the following data.

Based on evidence gathered informally at Wassenaar meetings by the
AMT technical advisor to the U.S. delegation, the following machine tool
license processing times could be expected if an export license for the
shipment of products or technology destined for China were to be applied
for in major industrialized countries;

The United States — Several months —up to a year — is the
norm for difficult cases.
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Germany — The longest it could possibly take is 30 days,
although many take less time for processing. For a while there was a 24-
hour turn-around promised by the licensing office, but because the big
companies tended to camp out in the office and monopolize this service, the
licensing agency has discontinued it. Nonetheless, it is only in cases of pre-
license check that it takes as long as 30 days,

Italy — They expected 30-day turn-around, with extraordinary
cases involving pre-license checks to take as long as 60 days.

Japan — For their part, the Japanese said that the norm was two
to three weeks, with up to a month in the cases where there was some sort of
pre-license check.

Switzerland — The Swiss said two days was the norm, with the
possibility that a license could take as long as 7 to 10 days to process if it
were difficult.

Subsequent reports by commercial and economic officers posted at
embassies in those countries have confirmed these informal license
processing time estimates. When these comparative timeframes were raised
with U.S. Government officials, the response that AMT received from them
was that the various agencies involved almost always processed licenses
within the 30-day time limit that the statute prescribes. But this time
estimate fails to take into account times when the clock is stopped in order to
abtain more information from the exporter, which is a quite frequent
occurrence. And, even more significantly, the 30 days does not include the
time that it takes to complete the Government’s end-user check, which is
almost always a very time consuming activity. Potential customers judge
U.S. companies not merely by the time that any particular agency of the U.S.
Government completes its license processing but rather by the total elapsed
time that it takes for delivery from the moment that the order is placed

As I have argued, the total elapsed time that it takes to process a
license is only part of the problem. Official licensing statistics demonstrate
that the United States Government is far more likely to disapprove machine
tool licenses for China than any of our European competitors. (This is true
in many other sectors such as scientific instruments, semiconductor-
manufacturing equipment as well; but I will concentrate on machine tool
exports, where I have the most complete data.) While a mere handful of
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U.S. machine tool licenses have been approved during the period from 1994
to 1999 (a total of 25 licenses, or five licenses per year), trade statistics
indicate that our European allies have shipped a huge volume of far more
sophisticated machine tools to Chinese end-users.

China is the largest overseas market {in dollars) for U.S. machine
tools, and it has the potential to grow significantly from its current total of
machine tool imports from all sources of $2 billion. However, unlike other
East Asian markets where U.S. market share has been substantial, U.S.
machine tool sales represent a relatively small percentage of the Chinese
market.

The U.S. Government’s rigorously enforced limits on machine tools
significantly disadvantage U.S. machine tool builders in the global
marketplace, since China has proved able to buy from a variety of foreign
makers. The most rigorously controlled machine tools are those that possess
five axes. A recent survey by AMT indicated that there are 718 different
models of five-axis machine tools manufactured around the world, with 584
different models made outside the United States in countries such as Japan,
Germany, France, Italy, Sweden, Spain, and Taiwan, There are even six
models manufactured in China (as the Chinese themselves displayed at the
Beijing Machine Tool Show in 1999).

Chinese importers often wish to buy several machines at one time to
upgrade a factory or to complete or augment a production line. The inability
of U.S. manufacturers to guarantee delivery of a particular machine tool
requiring a license has an amplified effect on sales of machines that do not
require a license. For example, Germany’s market share of machine tools
imported by China is more than double the U.S. market share. The trade
figures indicate that by freely selling the same sophisticated machine tools to
the Chinese which would be most likely unavailable from United States
manufacturers, German and other European providers are also garnering
sales in the non-controlled machine tool categories as well, further
disadvantaging U.S. manufacturers.

This is made even more frustrating to U.S. machine tool builders and
their workers by the fact that many of the commercial aircraft factories in
China contain joint ventures and co-production arrangements with American
airframe and aircraft engine companies. In other words, despite the fact that
these Chinese factories are supervised, or monitored, by American
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executives (or at least have a strong American presence to assure the
production of quality components), U.S. Government export control policy
creates a situation in which machine tools in those factories are almost
certain to be supplied by European machine tool builders. How does that
assure our national security?

As I have noted, while machine tool license applications to China are
likely to be approved in a matter of days, or weeks, by our European allies,
U.S. applications languish for months, or longer. Executives of U.S.
machine tool companies have told me that they have decided to forego
business in China if it involves an export license application. That is how
discouraged they have become by the current licensing process. For their
part, as recently as last month the Chinese told U.S. companies that, in the
future, they will not even ask them to bid for business, since the Chinese
experience with the U.S. licensing process has been so negative and so time-
consuming. For those U.S. companies who are still asked to bid, the
Chinese have begun to demand a guarantee from those manufacturers that
they will be able to obtain an export license from the U.S. Government for
the product in question, with a penalty built into the contract if that
guarantee is not met. Obviously, this is a further deterrent to doing business
in China. Itis expensive enough to bid on business in China, without having
to undertake the added risk of a monetary penalty for failure to obtain an ’
export license on a timely basis.

This inability to sell into the market while foreign machine tools are
freely exported to China is particularly burdensome for the U.S. machine
tool industry, because recent market projections have indicated that China
will represent the largest and fastest growing market for commercial jet
aircraft in the first two decades of the 21% Century. As recently as 1995
China represented less than two percent of Boeing sales, today China
represents more than nine percent, and Boeing estimates that China will be
the largest market outside the U.S. over the next 20 years. Within the next
six years, China could account for nearly 25 percent of Boeing’s total
business.

In 1992, ninety percent of Boeing’s aircraft components were built in
the United States. Today, more than half the components are imported.
China’s exports to the U.S. of civilian aerospace components have grown 63
percent in the past five years. Moreover, Boeing’s acquisition of McDonnell
Douglas has given them an operation in which half of the MD-90 (and its
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successor, the 717) built each year are wholly constructed in China. Given
the tremendous market power that China will possess, it is certain that the
Chinese Government will demand and receive what are known as “offset”
contracts to build ever greater shares of Boeing’s aircraft in their own
aircraft factories on their own machine tools. If the trend I have described
continues, and licensing policy does not change, U.S. machine tool builders
are highly likely to be displaced and replaced by their foreign competitors
who will be able to take advantage of a far more lenient export licensing
policy to make the sales to stock the new productions lines that the Chinese
will demand.

Machine tool licenses to China are but one example of a larger
problem -- the lack of international consensus about how to regulate
technology transfer to China. Whatever technology transfer concerns the
U.S. Government may have about China are not reflected in the largest and
most active multilateral export control regimes to which we belong. The
absence of a China reference in Wassenaar means that there are no
internationally agreed upon rules or standards that the U.S. Government can
cite to induce our allies to follow our lead with regard to China technology
transfer policy

Indeed, our former adversary Russia is a charter member of the
Wasssenaar Arrangement, and China would see any United States
Government attempt to make them a target of this export control regime as a
hostile act. In fact, discussions were held in 1998, with the goal of making
China a Wassenaar member. [ note all of this in order to provide some
perspective regarding the degree to which the United States Government
lacks leverage in denying technology to China. The United States
Government may decide not to sell machine tools, or satellites, or scientific
instruments, or semiconductor manufacturing equipment to China, but that
does not obligate the Japanese, the Germans, or the French to follow our
lead.

That is a fundamental problem with the current export control regime.
Not only does it indicate a lack of discipline regarding a country with which
the United States Government has indicated technology transfer concerns; it
also puts U.S. companies on an uneven playing field with regard to sales to
what is likely to be the fastest growing and largest market for capital goods
over the coming decade. Repeatedly over the past few years, whether it is in
-the category of machine tools or scientific instruments, the United States
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Government has taken a negative approach to technology transfer to China
while our allies have not. The result has been that the Chinese are denied
nothing in terms of high technology, but U.S. firms have lost out in a crucial
market. This serves neither our commercial nor our strategic interests.

Obviously, AMT-The Association for Manufacturing Technology is
pleased that Permanent Norman Trade Relations have been established with
China and that we have reached agreement with the Chinese about the
conditions for their accession to the World Trade Organization, but unless
the problems I have outlined briefly above are dealt with, many small high
technology businesses, particularly those within the machine tool industry,
will not be able to take advantage of market opportunities afforded by the
new era in United States-China trade relations.
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Mr. CONLON. I am going to start by just posing a question to Mr.
Eisenhaure and Mr. Bowe. We have heard a lot in the last hour
or so about some of the pitfalls and the difficulties of doing busi-
ness in China. But given the fact that the business climate in
China is improving dramatically and will get better because of the
WTO agreement, how much do you expect your business activities
in China to grow over the next coming years?

Mr. EISENHAURE. We are quite satisfied with our relationship
with China at the present time. We import about $750,000 a year
in raw materials and semi-finished subassemblies. We export to
China about $3.5 million. That is new sales that have occurred in
the 3 years. We would expect that sales to grow at about 50 per-
cent a year.

You know, we put quite a bit of effort into our relationship with
China. We visit about three times a year. We have a Chinese-
owned trading company that represents us there. One of the key
things, just reflecting on some of the other things the panelists
mentioned, we have a Chinese nationalist who works for us as our
head of engineering who has been very helpful in personalizing our
relationship with the Chinese counterparts.

You know, from our point of view, we are a small business, we
will take any help that we can get. But, you know, what we would
like to be sure of is that the playing field is level between ourselves
and some of our friends in Great Britain and Germany who com-
pete with us in the commercial marketplaces.

Mr. CoNLON. Mr. Bowe.

Mr. BowE. We are serving both the port construction markets
and environmental markets. So from the port construction side, ob-
viously we want to see Chinese trade grow, both imports and ex-
ports. That creates an infrastructure pressure leading to demand
for our products.

We are selling both to central government and regional govern-
ment entities, virtually all governmental entities. We have over a
dozen active prospects we are working on now, where, say, 2 years
ago it would have been zero or just a handful.

So looking at us as a project company, not so much a product
company, we see sustained opportunities over the intermediate
term.

Mr. CoNLON. I want to start the roundtable discussion portion of
this by bringing up the issue of how effective have the existing ex-
port policies and programs of the Federal Government been in as-
sisting the small businesses who wish to export. And if there are
specific areas we need to improve, what are they? With regard to
China specifically, but also it has an impact on other exporting to
other markets.

Mr. Goodwin.

Mr. GOoDWIN. We have encountered the tied aid problem in the
U.S. and with the subsidized financing from our competitors in
China. And so there is many a sale that we have lost because the
buyers were able to get Dutch financing or Norwegian financing at
subsidized rates.

We have used Ex-Im programs. We even had a tied aid loan a
number of years ago. But it is a very difficult proposition. The U.S.
Ex-Im Bank is reluctant to use that program to match foreign sub-
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sidized loans, and that is one area where we are concerned when
we see in the press talk about cutbacks in Ex-Im rather than the
other way around from a small business perspective.

Mr. CONLON. If you would put your card up on the side, then I
know to call on you in order. Let’s start with Mr. Mueller and work
our way down.

Mr. MUELLER. When we first started to export into China about
15 years ago, we utilized the services of the Commerce Department
and the State Department to help us in finding representation and
getting established through trade shows and so forth.

When we established our manufacturing facility in Shanghai, we
also used these people to assist us in making contacts as to location
of facility and so forth.

It has been a good experience. We have had very little problems
with the acceptance of our product. While we are a small company,
our products tend to be the technology leaders in the market seg-
ments in which they operate. So that the Chinese customers, elec-
tric utilities primarily, have been very interested in obtaining our
products, primarily by export from the United States into China.

Interestingly, when we established a manufacturing facility, in
order to more tailor our products to Chinese needs and to be closer
to our customers, initially our Chinese customers were reluctant to
buy from that facility because of their concerns about quality and
so forth. And when the facility became ISO 9001 certified, that
helped to alleviate that concern.

So it seems a little strange that local manufacturing was per-
ceived to be less desirable than imports. But as I say, in the past
year or two, that has gone away.

Our Chinese manufacturing facility in no way, however, attracts
more exports. Actually, our exports from the United States into
China, either direct customers or to our own facility, have in-
creased at between 30 and 50 percent each year for the past 4
years. And we expect that to continue.

Mr. CONLON. Mr. Meenan.

Mr. MEENAN. Thank you. Thanks for holding this session today,
most timely as well.

You have my remarks already for the record. I would just like
to synthesize a bit. The usual traditional support programs of the
U.S. Government have been good up to the point they have gone.
But I think the Government has to look beyond the box, outside of
the traditional that they have done.

We have been negotiating trade agreements extensively, obtain-
ing good agreements and understandings, but that is only the very
first step. The Trade Compliance Center is going to have a lifetime
build-up of work with USTR turning these out at such a rapid
pace, and the need, as Dr. Kapp has pointed out, for the structural
changes that need to be done is the key that you are trying to get
to. The rest is only the understanding.

It was raised during Ambassador Zoellick’s confirmation hearing
in the written portion as to looking to other institutions, third par-
ties such as the international financing institutions, to provide
packages of technical assistance and training possibly to the mid-
managers in these countries so that when you enter a negotiating
cycle—and don’t wait until you conclude—start talking to these
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people, and the training—which will help bring them on board as
to what the reforms are that you are trying to do and get into
place. And I would hope that China in this case would be a classic
example where the Asian Development Bank, the World Bank, and
the UN through its UNDP and other programs could start working
with the mid-managers early on, both with best practices and other
interventions, both training and technical assistance, and tapping
the various resources to help move this whole process along.

The export promotion programs of the Small Business Adminis-
tration, the Gold Key efforts of the Department of Commerce are
all good, but for them to work properly, you have to have the basic
ground rules in place and the rule of law. And this is where the
earlier technical assistance, if you want, the liberal aid for trade
sort of approach, needs to be integrated more between the USTR
that is negotiating it and then for the Compliance center that is
going to try to make it real. I think it would be a lot easier if the
U.S. Government got a handle on this whole situation a lot earlier
in the process.

Thank you.

Mr. CONLON. Thank you.

Ms. Griffin.

Ms. GRIFFIN. Yes, I was going to say, over the last several years
the U.S. Chamber has done a number of surveys and reports on the
question of small business experiences in China, and in the 1997
survey we did, over 15 percent listed the lack of Overseas Private
Investment Corporation programs in China, the fact that OPIC is
now restricted, as hindering their business in China. And a number
of them noted that they had used that as an active part of their
market entry strategy in other countries and were not able to do
so in China. And I wanted to ask that both a June 1997 survey
that we did that covers this whole area of Government promotion
programs in China and the 2000 report we did on small business
success stories in China please be entered into the record. And I
would note that a couple of the companies that we featured in our
small business report are here today, including Peter Bowe of
Ellicott and Bob Goodwin of Chindex.

Mr. CoNLON. I have my copy here.

Mr. Kapp.

Mr. KApP. I am particularly glad to be here because this subject
takes me back to my residence in the State of Washington where,
for many years, I was involved in trade association and business
association work in an environment where there were three or four
very large companies and a great many small firms. There wasn’t
really anybody in the middle in the State of Washington.

I do have a little bit of a sense of “déja vu all over again”, as
Yogi said. The structural problem is—and please correct me if you
feel differently—that small businesses are often the fountains of
creativity and initiative and inventiveness in American business,
but their pockets aren’t very deep. And the time and money it
takes to get started in a market like China, which is clearly more
difficult than, say, Canada, is hard for small businesses to afford.
You have to put up money up front, you have to travel, you have
to have “guanxi” or “good relationships” before the money begins to
flow back.
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And so the search for remedies is always underway, and a Con-
gress which runs in biennial terms sometimes kind of loses track
of how long that search has been going on. The search is always
to figure out how to bridge the gap between the limited resources
of smaller firms and the world-wide opportunities that they could
enjoy. Often this comes back to state efforts. State Departments of
Commerce can be very helpful. With regard to the reference to the
Maryland-China Council and the establishment of the Maryland
trade office, Washington State also has a trade office in Shanghai;
these things are all part of it.

Part of this has to do with market opening, taking people on rel-
atively inexpensive acquaintance-making missions, trade shows
and so forth. A lot of it has to do with financing. These topics that
have come up today on financing are the same topics that were
being raised in the State of Washington and in the local export
councils 20 years ago.

The Committee might even want to look back over the last 10 or
15 years and try to come up with the core, enduring, unrelenting,
unyielding problems that have been at the center of the small busi-
ness international trade agenda for 20 years or more now, to see
whether those can begin to be addressed in a more systematic way,
because this is not new material.

Mr. CoNLON. Thank you, Dr. Kapp.

Mr. Freedenberg.

Mr. FREEDENBERG. We have had very good experience with Com-
merce Department support in China. I think they have an excellent
group on the ground. And we have—as I said, China is our largest
overseas market, but we have had less success with Ex-Im Bank
because most of our exporters are small.

I was on Senate Banking Committee oversight for Ex-Im 20
years ago, and we had the same problem. It is an ongoing problem,
and it is always going to be fixed. And we have always supported
Ex-Im. We see it as becoming supportive for small business. But
it hasn’t yet become such, and that is a real problem for us because
of all the competitive export financing that is all around the world.

So that is an area that needs work, and the fact that the Con-
gress funded the administrative overhead to a larger extent last
year is good, because they need more people in order to service the
small businesses. It is much easier to serve large business than
small business, and it is more labor-intensive, but it is not some-
thing which they have been able to be successful at doing in China
or in most of the rest of the world.

Mr. CONLON. Mr. Duggan.

Mr. DuGGAN. I think for small business the two major problems
are information about the various markets that are available to
them and financing. I was reviewing some old correspondence that
goes back to the start of our organization 11 years ago, and you go
down the list and every damn one of them is a major problem
today. Nothing has changed.

As Paul said and as others have said before me, the need for in-
volvement, for the realization by the policymakers as to what types
of problems are faced by U.S. exporters versus their competitors,
nobody seems to either have the time or the inclination to pay
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enough attention to these issues. There are a number of people out
there or countries out there that are eating our lunch.

Canada, for God’s sakes, 28 million people, their credit facility
for exports has over 800 employees. The Ex-Im Bank has some-
where just over 400.

I think that, if we are going to take advantage of the opportuni-
ties that the ingenuity of the companies around this table have to
offer, we have got to get serious about trade. And I think that we
can talk about this thing, but nothing seems to happen. And I
think that we better get off the dime and, you know, to have a 25
percent or 24 percent cut in the Ex-Im budget, Ex-Im is probably
the lowest financed credit agency in the world, of the major coun-
tries, at least, and here we are going to cut 24 percent of their
budget. We are going to go back over probably close to 20 years
when Ex-Im was doing well under $10 million a year. That is not
being very serious about the problems that we face internationally.

Mr. CoNLON. Mr. Coon.

Mr. CooN. Mr. Meenan had mentioned something a minute ago
about the Gold Key Program, and I think that is your bailiwick,
Mr. Hale. You have two employees working for you that I would
like to congratulate, and that is April Redmond and Sue Burns,
who did an incredible job for me in China.

Mr. HALE. Thank you very much.

Mr. CooN. If any of you have not utilized the Gold Key service,
take a look at it. It can pay you great dividends for not much of
an investment.

Mr. CONLON. Something I read recently sounded pretty inter-
esting, and that was the American Chamber of Commerce in China
conducted a study of its member companies’ experiences in China.
And they found that while most companies are profitable, only a
small percentage earn profits in China superior to those in other
markets.

Now, the companies cited various different reasons for why that
was so, mostly due to regulatory issues, a lot of which will be
solved by the WTO agreement. But the one significant problem
that they noted was the need for broader financing options.

How successful have the SBA and Ex-Im Bank programs been in
addressing the financing needs of small businesses? And what else
should they to effect—what should we do to effect some meaningful
improvement in that? And I can throw that open to the panel or
any of the participants.

Mr. Bowe.

Mr. BowE. I don’t want to be redundant, but are you talking
about financing for the importer or financing for the exporters?

Mr. COoNLON. Exporter.

Mr. BOWE. But you need both. Ex-Im’s programs for small busi-
ness I think are dramatically improved over recent years with
something called the Working Capital Guarantee Program, and
that can be used to finance inventory and receivables related to ex-
port business, including China business. The issue that you are
hearing a number of panel members mention is that there is also
the need for financing on the buy side, that is, the importer in
China, and that is where Ex-Im Bank is falling short because our
competition is offering programs which clearly affect the pur-
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chasing decisions of our customers. And that is a policy decision,
as Marty Duggan has mentioned, that Congress needs to grapple
with and get off the position of, well, it is not what we prefer to
do. The problem is it is the reality of all of our competition.

Mr. CONLON. Mr. Goodwin.

Mr. GoopwiIN. Not to get too arcane about the intricacies of how
the Ex-Im program works, but the problem is, from our point of
view, that when we face subsidized competition in China—in other
words, we have a company that is selling a European product or
something that has financing for the buyer at subsidized rates, we
are unable to get Ex-Im to match that until the entire process has
been completed. They have a policy that they will match foreign
subsidized loans if you can prove it exists, but that decision on
matching only occurs after that loan has been notified to the
OECD.

There is an international agreement among the developed na-
tions through the OECD to notify any subsidized loans. So Ex-Im
waits until that notification is made. When you wait until the noti-
fication is made, the deal is closed.

And so we can wait and prove the foreign subsidized loan exists,
but by the time we are able to get Ex-Im’s attention on it and the
loan 1s actually notified by the foreign country, the deal is closed.
And so it is a meaningless exercise, frankly.

And there has been no effort to creatively figure out how Euro-
pean countries are able to undertake their programs with the exist-
ence of the same OECD agreement on their side, but the U.S. Gov-
ernment is reluctant or unable to be creative in the same way that
the Europeans have been.

Mr. CONLON. Mr. Duggan.

Mr. DUGGAN. As Peter used to say, the thing that—before Ex-Im
would react, you had to produce the dead body. And that is exactly
what you are saying. I always liked that term, “the dead body,” be-
cause they wanted the documentation that just wasn’t available.
And by the time you reacted or they reacted, the deal was long
gone.

I think within the last couple of years, Ex-Im has dramatically
improved their performance, but the number of companies—and
there are somewhere in the neighborhood of 180,000 small busi-
nesses that are exporting, Ex-Im is serving somewhere in the
neighborhood of maybe 3,000, at the most.

Jean Smith is here from SBA. I don’t know how many SBA is
serving, but at one point it was a hell of a lot less than the thou-
sands. So I think that we have been woefully negligent in this one
area.

Mr. CONLON. Mr. Meenan.

Mr. MEENAN. Our advisory committee for small minority busi-
ness has been looking at this for a few years now. We have called
in some of the delegated-authority banks from Ex-Im, that work
with Ex-Im. We have had Jean over a few times as well as others
to talk about it, because they seem to be at a plateau, stuck for the
last few years, of a couple thousand transactions. At first we
thought if they put more delegated authority out there and pushed
it out to more of the banking institutions and not keep it in Wash-
ington, the process, that might help facilitate it. But then, again,
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we found that the banks were reluctant to take up on it. So there
has been a gap between the Ex-Im, SBA, and the banks willing—
as Jean knows, one signed on for a new program and then got cold
feet when it came down to really moving it.

We have also invited the Federal Reserve to come, and they are
doing a study now on availability of credit to small businesses. But
their initial findings were positive insofar as credit scoring was
going, negative insofar as some bank practices. The report is still
not out, but there were some practices that don’t necessarily favor
certain institutions or geographic areas and what have you.

So there is a gap, I think, between the Federal programs, it
seems, and the banks and their willingness under the terms that
are provided to really move it. So, as such, the last few years we
looked at it, it has been at around 1,600 to 2,000 transactions for
small businesses, and given the number out there, that is fairly
limited for Ex-Im and SBA.

So, again, you need to look, not to beat it over the head, beyond
the box somehow. We need to break this ceiling that we are bump-
ing up against and find new ways to energize it. It is even going
to be more difficult with the budget cuts that this Administration
has put through on SBA and Ex-Im, and particularly as to the
added fees in that that they now have to be charging, which will
even discourage the banks and the users even more.

With that, I would like to ask Jean from her perspective, SBA,
with the budget cuts and what have you, how attractive will your
package be now or in the future as it has been in the past. Sorry
to put you on the spot. [Laughter.]

Ms. SMITH. Well, nothing is in stone yet, but we have had to
react somewhat to the new budget for next year, and there have
been some scenarios in place, as I said, you know, and it will all
come out in the wash by this fall. But some of the proposed sce-
narios would do exactly as you said. In order to get close to a zero
subsidy rate for the loan programs, we have no choice but to in-
crease fees.

On the export side of that, it probably is going to be quite
marked an increase in those fees. We currently have a quarter per-
cent guarantee fee that exists for loans under 12 months, which is
our Export Working Capital Program. I don’t know—some of the
scenarios I have seen raise it to as much as 1 percent. So on a $1
million deal, which is our cap, it would go from $2,500 to a fee of
$10,000. So that is fairly significant.

So you are right. In terms of our efforts to increase volume and
access by small businesses to these guarantee programs, probably
that ability will be somewhat curtailed or our guarantee program
will be less attractive—let me put it that way—to many banks be-
cause of those fees.

Mr. COoNLON. Mr. Bowe.

Mr. Bowe. Speaking further on the Ex-Im and the tied aid for
China, a couple of comments of what I would call the mechanics,
the problems of the mechanics, that is, trying to respond, to match
what a foreign competitor has done. I think there is even a deeper
philosophical problem that relates to the marketing side of it.

The document I attached in my written testimony was a trans-
lation of a Chinese document on how to access soft loans from for-
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eign countries, in this case Holland, and it describes what natu-
rally becomes a collaborative relationship between the Chinese
Government and the Dutch Government and how Chinese institu-
tions can access this financing and, therefore, proceed with their
projects.

So the Ex-Im approach or the congressionally mandated ap-
proach of matching tied aid presupposes that, but for financing, ev-
erything else being equal, the Chinese or whoever would buy from
an American supplier. With this kind of long-term relationship
building, that is not the case. The Chinese would not necessarily
welcome an American offer at the last minute of financing. They
would say, wait a minute, we have been meeting—it says we have
been meeting in Beijing and the Hague twice a year to develop the
projects which will be financed with this type of program. So com-
ing in at the last minute really disrupts these relationships.

We have heard other testimony today about guanxi, the relation-
ship building. This is true in other countries around the world. So
it is not just a mechanical problem. It is a philosophical marketing
problem that until the U.S. decides that it is something that we
want to do, the matching tied aid concept is destined to be unwel-
come by the foreign government recipients that we are trying to
help.

Mr. CONLON. If we could narrow the discussion a little bit, just
to talk a little bit about if there is one thing that we in the Com-
mittee can do, what would that be? If there is one policy or pro-
gram we should go after, where is that going to be? Where should
we concentrate our resources? Dr. Freedenberg?

Mr. FREEDENBERG. Since I have some perspective on this, about
a 20-year perspective on it, this is an argument that has been on-
going. If you wanted one word, it would be money. It has to do with
the fact that Congress—each new Administration decides to cut
corporate welfare. Ex-Im Bank is corporate welfare by usually
OMP’s definition. It is fairly much of a syllogism. The problem is
you need—and that is why these sorts of hearings are very impor-
tant. But you need to educate the rest of the Congress on this
issue. It is always seen as some sort of a special subsidy that only
goes to U.S. business, and the perspective of it being one-sixth of
what our industrial competitors offer is never brought forward,
that is one-sixth as a percentage of our GDP versus, say, France
or Britain or other industrial—or certainly the Japanese.

So that is really where it comes. Then the rest of these programs,
these problems follow from that. We have to be very, very frugal
with our tied aid because we have so little of it. We have to be very
frugal with helping small business because we have so little money
and so little staff. And all of this sort of cascades down from the
lack of funds. So you can change the processes, but without the
funds, you are not going to get very far. And I am afraid, you
know—I hate to say it, but, you know, here we go again.

I helped Senator Heinz draft a debate on this with David Stock-
man back in 1982, and I could change the dates and it would be
exactly the debate you are going to have this year over Ex-Im
Bank. So I am—perhaps “discouraged” would be the word.

Mr. CoNLON. Mr. Kapp.
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Mr. KaPP. A couple of quick points. I think Paul Freedenberg is
onto something very basic here, but there is one little China wrin-
kle that takes this back from the general theme of how small busi-
ness makes its way in the global economy to the subject specifically
of business with China. And that is that the relationship with
China is so politically sensitive these days, and particularly on the
Hill, that it is impossible fully to separate an approach to China
as a national policy problem on the Hill from anything you do on
the economic side.

Now, our view, obviously, is—and I say this often to Chinese col-
leagues—that if there is not a strong and vibrant economic and
commercial relationship between the United States and China,
holding the whole relationship together is going to be much, much
harder. The economic constituencies in this country that believe
that a stable and productive relationship with China is both in
their interest commercially, and also in the national interest are
the glue politically, that holds things from flying apart far more
dangerously in the debate over U.S. relations with China.

I guess what I am saying is that if this is a China forum, part
of the answer to what can be done has got to be related to the
whole demeanor of the Congress and the whole demeanor of the
U.S. Government with regard to relations with China. If relations
with China are going to heck in a hand basket, anyway, and the
whole relationship turns sour, it is going to be difficult to craft the
kinds of measures that would help small businesses or help big
businesses or one sector or another in the Congress with China.
And, therefore, this probably needs to be seen in a more com-
p}l;ehensive way with regard to this particular bilateral relation-
ship.

One other quick point on the question of programs. Programs are
important. Small businesses have limited resources. I would differ
a little with Marty on the notion that what is lacking is informa-
tion. One of the problems now is that there is so much informa-
tion—certainly with regard to China, there is so much information
out there, especially thanks to the Web, that a small business with
only one person who does all international business for the com-
pany is going to have a hard time just getting its hands around the
mass of information that is available.

I differ a little with Senator Kerry on the notion of one-stop shop-
ping, a term which has been around, again, for a very long time.
We used to have companies in Seattle who would say, “I don’t want
to have to go from the Washington Council on International Trade
Office across town or down the street to the Export Assistance Cen-
ter of Washington because I don’t want to have to make two stops.”
And my reaction to that small business person was “If you don’t
want to make two stops, you better not go to China, because there
is a certain amount of-

[Laughter.]

Mr. Kapp. Well, let’s just say that international business imposes
certain things on you, whether you are big or little.

So one of the problems perhaps that remains and might be
thought about in terms of educational efforts over time along with
the question of how to deliver the services and minimize the hassle
quotient for small businesses with few people and limited funds, is
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how to help little businesses develop realism about what it takes
to plunge in at all, certainly with China. Indeed, when I worked
in the State of Washington, we sometimes had to drag small busi-
nesses kicking and screaming into even being interested in inter-
national markets because domestic markets were so much easier to
deal with and so much more compelling.

In other words, this is a two-way street, and there is some re-
sponsibility on the shoulders of smaller companies as well. Obvi-
ously the companies here today have understood that and have
borne the responsibility extremely well and successfully.

Mr. CoNLON. Mr. Eisenhaure.

Mr. EISENHAURE. There is one thing about small businesses, you
have to kind of go after targets of opportunity. You know, forcing
yourselves into new markets by buying your way in, is a way to
not be a small business but to be out of business. You know, if you
are trading in a particular marketplace and your competitor from
Great Britain or Germany has essentially the same product, has
the same cost basis, and he has free money, you kind of aren’t in
that business anymore. There is not much you can do about that.
It is impossible to compete with.

On the other hand, there are differing things that you can pro-
vide edges to small business. Right now we sell more product to
China than to any other country other than the U.S. One thing you
might do with funds you already have available is provide a com-
mercialization program credit as part of the SBIR program so that
companies which have a positive trade relationship with China
could get some extra commercialization credit for that. You know,
a $750,000 SBIR award will substantially change the balance of
competitiveness compared to a foreign company if you are intro-
ducing a new product into one of these marketplaces.

Mr. CONLON. Ms. Li.

Ms. Li. I would like to add a little to what Bob just said, man-
aging U.S.-China relationship. David Lumpton, who is the director
of China studies at the Nixon Center here in D.C., wrote a book
called “Same Bed, Different Dreams: Managing U.S.-China Rela-
tionship” from a broader perspective. For those of us here who
speak Chinese, that is “Teng Chang Imon.”

From a smaller perspective—I guess that is another reason we
are here—for smaller business, especially the ones who are hoping
to get to China, in addition to facing the political and business ob-
stacles, we have the so-called cultural barrier, which is absolutely
crucial. A few speakers did allude to that a little bit. I just want
to add a few comments to that.

A client of ours said to me once, before they became our client,
they said, Dottie, it is like stepping into a field of land mines blind-
folded, going to China. I think some of you may have had that feel-
ing in the past when you first started going to China. A bilingual
person doesn’t always make a translator or an interpreter. Peter
mentioned the translation of your materials presented to your Chi-
nese counterparts. You can’t always get a person who speaks Chi-
nese. I was born and raised in China, but you have to be trained
to be a translator or an interpreter. There are a lot of cultural nu-
ances that need to be translated, not just within the text but also
within the dialogues and the conversations. And your guanxi with
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your government officials, what have you, the cultural contents are
just crucial. We give training courses to companies three days,
sometimes, if we have to, four hours, but just those so-called crash
courses will help people, maybe a small step in reaching your goals,
to deal with the Chinese, as difficult as they might be.

Mr. CoNLON. Mr. Mueller.

Mr. MUELLER. I think to your earlier question of what should the
Committee do, obviously number one is to push WTO. I do think
that it would be desirable, if it is possible, to lower the heat of the
rhetoric that is applied to China’s domestic policies and activities.
In addition, obviously, funding Ex-Im directed at small businesses
is another thing, and really finally, assuming WTO is approved,
that the compliance issues have to be addressed and the staffing
of personnel in various U.S. Government departments to facilitate
that enforcement and compliance is critical.

The agreements are meaningless unless compliance is encour-
aged.

Mr. CoNLON. Ms. Griffin.

Ms. GRIFFIN. I was going to pick up on something Mr.
Eisenhaure said about the way your company makes use of im-
ports. I think another problem on the Hill sometimes is there is a
sense that exports are good and imports are bad. And realizing
that we do have an enormous trade deficit that is going to continue
to be a political issue, I just think that folks should realize that im-
ports play a very important role. I think of a company we featured
in an earlier version of our success stories. It was a company that
exported seeds from China, and in the course of getting those seeds
to the ultimate processing plant in the United States, they created
jobs for some of the trucking companies that took those seeds to
the plants and the people that cleaned those seeds and processed
those seeds. And I just think there needs to be a greater comfort
level with the import side of the U.S.-China relationship.

Mr. CONLON. Mr. Hale.

Mr. HALE. I would just like to respond and comment on a couple
of points that have been made.

We certainly agree very strongly that there is going to be a great
need to watch China’s compliance with the WTO agreement, and,
you know, as I think I noted in my comments or my remarks ear-
lier, the Congress did give us and State Department and USTR and
Agriculture some extra resources this year for exactly that purpose.

We are getting those resources in place and think we have a han-
dle on what is going to happen. The catch is until they are mem-
bers of WTO, there isn’t anything they have to comply with. So we
are doing a lot of wheel-spinning at the moment.

Just a couple quick observations. Marty, in response to your
point on information, I would like to mention that we have set up
what I think is a reasonably good all-in-one-place web site on
China, commercial opportunities and doing business information
under the new Commerce-wide export.gov, add slash China to get
to the China thing. If you can get past the rather corny opening
picture of a door opening, which my staff thought was hilarious
and I haven’t been able to get rid of yet, the information is pretty
good.
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I also want to note just in passing that while some of our finan-
cial programs and some of the others, there have been some com-
plaints about how they operate in China, I do want to note that
the Trade Development Agency did open its doors for business in
China the first of this year and have had a couple of things come
in already, and they are running around wondering how they are
going to do everything that comes through their door.

Finally, the Commerce Department has over 100 Export Assist-
ance Centers around the country, many of which have reps from
other U.S. Government and State and local government export as-
sistance units on the same site. They are primarily to serve small
business, and they serve, hundreds of thousands a year, hopefully
productively, getting more and more into the export business.

Thank you.

Mr. CoNLON. Mr. Coon mentioned earlier about the Gold Key
Program. Could you describe that?

Mr. HALE. Yes. The Gold Key Program is basically if a U.S. com-
pany wants to explore market opportunities in, say, Beijing or
Shanghai or something, and Commercial Service in our embassies
or consulates, provides a hand-holding services, a place to hold
meetings and making of appointments for them. In other words,
the Gold Key to opening the market in Shanghai.

It is a service-for-fee operation, but it is very modest. It varies
a little bit from place to place. But it is an opportunity to draw on
the expertise of our people on the spot to try and find appropriate
business partners or buyers or sellers for you and provide a place
for your meetings, and so on and so forth.

You can learn more about it or sign up through any of our Export
Assistance Center regional offices.

R Mr. CooN. If I can add, the cost on it runs between $150 and
225.

Mr. DUGGAN. They just doubled it.

Mr. CooN. Really? When did it go up?

Mr. DUGGAN. It went to about $500.

Mr. HALE. It is higher—you know, of course, it varies according
to what sort of service you are looking for. Multiple days are cheap-
er than per day. Yes, we have had to raise the fees. I don’t know
for sure what they are, and my Commercial Service guy I think has
left. But they have been raised, but they are still far cheaper than,
you know, renting a hotel room or doing your own meetings. It is
a tremendous saver because basically you arrive in, in this exam-
ple, Shanghai and you get a day—you know, whatever your sched-
ule is. The first day you want to work, your appointments are
largely ready to go, or at least ready to start setting up. The facili-
ties are all there and so on.

But we increasingly are having to charge, you know, cover a sig-
nificant portion of the costs of the add-on services. Not the basics,
but the add-on services we do.

Mr. CoNLON. Thank you, Mr. Hale.

Ms. Allen.

Ms. ALLEN. Well, this is an educational process for me, too, be-
cause most of the small businesses that I deal with do not know
and do not obtain government subsidy, and that corporate pork just
resonates on old memories.
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We are not here to ask for government subsidies. We are just
here to ask for the Government’s to help to create a climate that
will be hospitable to the small businesses that we represent.

What I hear today is, well first of all, we spent a substantial time
on financing. We talked about how the Dutch, the Canadian, and
British Governments subsidize their companies in doing business
with China. And I suppose those subsidies go to huge corporations
who I do not represent.

I can see on this issue there are two ways to approach the prob-
lem. One is for a head-of-state to head-of-state dialogue. This is an
impossible task, but this is something we can talk about, for our
President or our Secretary of State or Secretary of Commerce to
talk to their counterparts in these foreign countries and say, hey,
this is not fair, you are subsidizing your corporations, you are using
your taxpayers’ money, but we do not want to take our small busi-
ness and our taxpayers to subsidize corporations just so they could
sell to China.

Here at home, if we have effective Ex-Im Bank export programs
and SBA programs for export, I would like to know more about it,
because in the last 17 years that I have been involved with this
trade association, very few information has been forthcoming.

Second, with regard to the barriers I talked about earlier, one of
the major barriers is—and we talked about compliance. You can hit
their heads with a hammer about compliance, but if there is no
place to enforce it, if there is no place to enforce any court order,
whether in the United States or Singapore or Japan, for the Chi-
nese merchants or our Chinese counterparts to pay the fines, those
arguments are meaningless. We are just padding the lawyers’ pock-
ets, and I am one of them.

With regard to information, yes, we have a lot of information.
There is plenty of information in print and in cyberspace. Just go
to cyberspace. There is plenty of it. You don’t have to worry about
that.

There are lots of consultants who are working for law firms, and
for accounting firms. They are full of information about how to do
business, where to go, and what to avoid. They are there.

I think what we have here is we are facing a climate in China
that is still not conducive to the small businesses. As Dr. Kapp
mentioned, the small businesses do not have the deep pockets that
the big businesses have. They cannot put somebody like McDon-
ald’s and General Motors in China for 5 years living in a hotel and
wait for the opportunity, because they have got to produce their
widgets here at home and they have got to make their payroll.

One thing, though, I must say is that the Chinese people love
American products. They love them. The question is how do we get
it to them without having to go through all that bureaucratic mo-
rass.

The situation in China has changed substantially in the last 20
years. One way the Government can help is to encourage more ex-
changes, of business executives and legal scholars so that they will
be more educated to the rule of law. It will become part of their
life, part of their conversation. Because in China, if you talk to the
little people, the common people, the small businesses, they appre-
ciate the rule of law. Of course, everybody will walk away from it
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when it is to their advantage, but, actually, they love it. They love
to have it.

Finally, we honestly believe that joining the WTO will help
China because it will put China on the spot. Once again, the ques-
tion is: Are we going to be able to hold China’s feet to the fire and
make them comply with it or give them the leeway they have been
receiving all these years? Because they have been given pref-
erential treatment. If we can do that, it will go a long way for small
businesses and big businesses.

Finally, I have spoken to small businesses, and they say it is
easier now for small businesses to go to China because all you need
to do is to go to find your counterpart, a small business, to do busi-
ness with. Don’t aspire to work for or go for the multi-billion-dollar
company. Go work with your counterpart, because you understand
each other’s problem and you can actually make a deal, because
both parties want to make a deal.

Mr. CONLON. Thank you, Ms. Allen.

Mr. Hale, maybe you would like to just let everyone know how
the Commerce Department would deal with, you know, trade dis-
pute issues when China does accede into the WTO, what the proc-
ess is, and if someone has a particular problem, who do they go to
or how does that work?

Mr. HALE. Okay. We set up about a year ago—and I think Mr.
Meenan already has referenced it—something called the Trade
Compliance Center. I have got some brochures on the thing here.
It was basically aimed at watching foreign countries’ compliance
with trade agreements. Let’s talk China specifically now.

If a company encounters a problem, you know, it looks like busi-
ness is going ahead and all of a sudden they run into some sort
of a problem, which appears to be prohibited, let’s say, under the
WTO agreement, I think the first thing that we would do, probably
through our Commercial Service reps in Beijing, is approach the
Chinese Government, our counterpart Ministry, MOFTEC, Min-
istry of Foreign Trade and Economic Cooperation, which I think we
have developed a very good working relationship with, and say,
hey, company X says that they have run into this problem, we
think that this violates, say, the intellectual property rights clauses
in the WTO, and could you help us—you know, first of all, take a
look and see if the company’s complaint is accurate and see what
happens.

We have actually been doing quite a bit of this without the
agreement with the MOFTEC people on what we would call a gen-
eral market access problem. Many of these we find can be solved
right away. A certain percentage, a quick visit from someone from
the central government, and the problem is solved. And others,
frankly, we discover there is a problem on the U.S. side also, and
it is a misunderstanding. You know, the Chinese partner was wait-
ing for this, the U.S. partner was waiting for that, neither knew
Wlllatdthe problem with the other was, bring them together, it is
solved.

There are going to be some that aren’t going to be solvable.
Hopefully, they can be worked out, increasing levels, eventually
reaching our Secretary to their Minister. If we can’t do it and it is,
say, a WTO violation, we will go over to USTR and request that
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a formal dispute settlement process be started with WTO in Gene-
va. So there are all different steps on this.

How it is going to work under the WTO we don’t know. Indica-
tions are that China does not want to get into, is not going to want
to get into a lot of very formal dispute settlement procedures. They
are complicated. They are drawn out. And you need a lot of sophis-
tication to defend yourself. So we have the feeling that many of the
problems are going to be able to be worked out at the working
level, and hopefully even some in anticipation of problems, with
the—I guess for lack of a better word, the training that we have
been doing, both government to government and trying to encour-
age more and more academic, private sector, other organizations.
You know, the WTO obligations China is going to incur run this
huge gamut, and let’s touch base with all agencies in Beijing and
through the provinces.

It is not going to be easy. There are going to be, some real prob-
lems left over, but hopefully there will be enough goodwill between
the governments to solve or the will to do it.

Mr. CONLON. Mr. Meenan.

Mr. MEENAN. Back to your question as to what this Committee
could do, I would suggest in the context on the financial side, the
financing and the budget, that while the Administration is con-
cerned about corporate welfare, you may want to question whether
they are throwing the baby out with the bath water, and that the
small business programs of the Ex-Im, OPIC, TDA, SBA, and that
are in their infancies in getting growth. You are only talking about
a couple thousand transactions a year equating to maybe a couple
aircraft sales. So why penalize these programs while they are tak-
ing on the overall cuts on that organization?

So for this Committee, I would urge you consider recommending
to your appropriators that they put a firewall up against the small
business programs. I don’t want to put one group against another
and say whose ox is going to get gored the most. These programs
are a drop in the bucket in their overall programs. And I would
suggest that this Committee, in looking out for the interest of the
small businesses for which they are receiving some benefits, but
not the lion’s share of these organizations who are facing these
cuts, that different marching orders be provided in either a firewall
or other protective fire gear be provided so these programs can at
least survive. With the increased fees are they are talking of in
other areas, it may be the death toll for a good number of these.
And we have already gone through a year or so at one point when
SBA had significantly reduced the subsidy rate and they were out
of business, in effect, for that period until Congress could right
what they had done wrong. So I would suggest now that the appro-
priators are looking at cutting the budgets further here for Ex-Im,
OPIC, and TDA, the Committee may wish to consider setting a
firewall up to protect these infant programs that are helping fund
small businesses.

Chairman BOND. I have returned from the Health, Education,
Labor, and Pensions Committee markup. It has all the earmarks
of being a 100-hour markup, so I have taken this break to come
back and join you.

Let me call on Mr. Kapp for the last comment.
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Mr. KapPp. Senator, I am almost sorry you came in the door just
now because I am about to say something that applies not only to
this Committee but to the Senate as a whole.

Chairman BOND. That would be a good point to make.

Mr. KAPP. The question that Paul had asked that got us focused
was, what would we recommend for this Committee to do. I was
going to say every member of this Committee is a member of the
U.S. Senate. The U.S.-China relationship is at a very delicate mo-
ment now. The Vice Premier, Qian Qichen, will be here in two
weeks for meetings with the highest figures in our executive
branch and our legislative branch in an effort to try to assess the
likely course of U.S.-China relations. There are lots of difficulties
out there, as we all know.

One of the things that the Chinese care a lot about is what ev-
erybody in the business called “capacity building,” that is, whether
it is China or other less developed countries, assisting such coun-
tries in the training and the development of cadres of manpower,
financial regulators, impartial judges, all sorts of manpower and
personnel power building efforts in which developing countries
have great needs if they are to build internationally compatible eco-
nomic environments.

I would urge that the Congress in particular try to put some em-
phasis on an agenda of positive and cooperative programmatic
work with the Chinese over the years to come. If we don’t make
the positives happen, the negatives will swallow us. And a classic
case coming out of a meeting like this would be some effort to real-
ly initiate—and, for that matter, if it could only be done politically
up here, get congressional ownership of—a programmatic effort
over a period of years to work with the Chinese on the development
of the administrative talent and the technical talent with which the
Chinese economy will be all the more hospitable to small business.

You know, when small business gets over there and they feel as
though they are walking through a minefield with a blindfold on,
it is because they are talking to people half the time who are not
competent to do their jobs. And the Chinese are not immune—in
fact, they are receptive—to working with countries such as our own
on this kind of personnel capacity building. I would like to think
that Congress might go forward, in a sense put its best foot for-
ward, on something like that. Long term, it is going to make a
great deal of difference to all business, including small business.

Chairman BOND. I think that is a point that is very well made.
Certainly based on my recommendations, I think that that is clear-
ly a great need. From my visits to China, I have made some dispar-
aging remarks about the difficulties, but if there is one thing that
I did gain from my visits to China, and to other countries in the
region, frankly, it is the desire to be able to develop the structure,
such as the one that we have in this country, to ensure that busi-
nesses flourish.

On a broader scale, I don’t know how many of you have read
Tom Friedman’s latest book, “Lexus and the Olive Tree.” There is
some very, very exciting news that the concept of democracy,
human rights, and free market capitalism are really winning the
debate worldwide. And that is a positive. But going along with it
is the need to have the right kind of structure, and that means
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things not only like having the right kind of regulators, but it is
having a system of property laws that respect contracts and respect
property rights and has bankruptcy laws that a lot of countries
haven’t had the willpower to implement. When you get a crippled
basket case, you are better off shutting it down.

We had an experience with our Resolution Trust Corporation
which was one of the most difficult things I had to deal with when
I first got here. It was not pleasant to go around closing down sav-
ings and loans, but after we got them closed down, we took a hit.
But coming back out of that, we saw what benefit it has to our
country, and countries like Thailand and Korea, which are dealing
with crippled major enterprises, need to have a structure for deal-
ing with it.

I spent some time on my last couple of visits to Southeast Asia—
I was particularly interested in biotechnology, which has been one
of my interests. And there was a crying need for scientific informa-
tion, for the right kind of regulatory structure to ensure that ge-
netically modified foods or other plant products can be regulated in
that country so that the citizens of those countries know that they
have somebody from their country who is competent to make those
decisions.

So I think your point is well taken. It is clear that Congress will
be putting a foot forward. It may be the triumph of hope over expe-
rience to think that we will put the best foot forward. But I think
that is a point well made.

I also understand that the major recommendations you made are,
number one, to ensure proper funding for Government offices that
ensure compliance by China with the multilateral and bilateral
trade agreements, and, second, to ensure proper funding for financ-
ing programs, SBA and places like the Export-Import Bank. I
signed a letter recommending that, and I appreciate very much
your advice in that area.

I think the discussion today should help this Committee in our
efforts to ensure that Congress takes the right steps, not just to en-
hance trade with China but with other markets around the world.
This is where the opportunities for small business lie. It is very dif-
ficult to take that step, but we need to continue to push to do it.

I think the Federal Government does have a critical role as an
advocate for U.S. businesses, but also in helping small businesses
develop their markets and break them out of their habit of think-
ing about the next-door neighbor being their market. That market
may be overseas. We need to eliminate trade barriers, but the in-
ternal barriers, the inertia, the fear of the unknown, the fear of
moving out, is one of the things that we need all of you, the organi-
zations you work with and represent, to help us pursue.

As 1 indicated, the discussions here today will be transcribed,
and we will look forward to the comments in the next 2 weeks. We
will make it available to the members of this Committee and other
committees.

I thank all of you for participating, and we look forward to con-
tinuing to work with you in this and other areas. And if there is
no further business to come before the meeting, we will adjourn.
Thank you.

[Whereupon, at 11:43 a.m., the Committee was adjourned.]
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February 8, 2001

The Honorable Robert Zoellick
United States Trade Representative
600 17th Street, N.W.
Washington, DC 20508

United States of America

Dcar Ambassador Zoellick:

We are writing to reiterate our strong support and commitment to the creation of an Assistant
United States Trade Representative position at the Office of the United States Trade Representative
(USTR), whose primary focus would be the promotion of trade for U.S. small businesses.

As you are aware, U.S. small businesses are the backbone of our economy, representing 99
percent of all employers, providing 75 percent of all net new jobs, and accounting for 51 percent of
private-sector output. Yet, despite their importance to our economy and future prosperity, they have
no institutional representation at USTR, the lead trade arm of the Federal government.

While we are aware that small businesses and larger enterprises share the same benefits of
trade liberalization, there are times when their interests diverge. For example, small businesses may
not have the necessary resources to comply with, or even be aware of, the differing manufacturing
standards of U.S. trading partners.

Additionally, of the nearly 24.8 million smal} businesses in the U.S., onlya small percentage,
about one of two percent, actually export. If we could double that figure to a modest three or four
percent, the positive impact on our economy would be profound. We feel that creating an
institutional position at USTR will hels achieve this modest goal.

We would like to thank you for vour previous statements in support of creating an Assistant
United States Trade Representative position for small business. We look forward to working with
vau on this and other pressing trade issues. '

Sincerely,

/ John E. Kerty
/ Ranking Member
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The Honorable William V. Roth, Jr.
Chairman

The Honorable Daniel Patrick Moynihan
Ranking Minority Member

Committee on Finance

United States Senate

The Honorable Bill Archer
Chairman

The Honwrable Charles B. Rangel
Ranking Minority Member
Committee on Ways and Means
House of Representatives

In November 1999, the United States and China concluded a bilateral irade
agreement on issues related to Ching’s joining the World Trade
Organization. As a result, the administration has asked Congress to pass
legislation that would allow the President to grant China permanent normal
trade relations status, which would eliminate a potential conflict between
V.8, law and U.5. obligations if China becomes a member of the World
Trade Organization.! However, Chinia must complete further negotiations in
the World Trade Organization before all the terms and conditions for its
membership are known and are secure.

China’s World Trade Organization membership negotiations take place on
two tracks—bilateral and multilateral negotiations. The bilateral
negotiations, including those between China and the United States, are
designed to obtain China's commitiment to remove specific market access
barriers and open China’s domestic market to more foreign goods and
services. The focus of the multilateral negotiations—between Chinaanda
working party of 44 members, including the United States and other

'Under the Trade Act of 1974, China has only been granted normal trade relations status
annually through a presiderdial waiver. Once China becomes a member of the World Trade
Organization, organization members would have to provide this status on an vniconditionat
basis to China. See World Trade O: i China’s Membership Status and Normal Trade
Relations Issues (GAONSIAD-00-94, Mar. 17, 2600) for more information on this and related
issues.
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interested countries—is to ensure that China will conform its trade regime
to all the rules, practices, and obligations required by World Trade
Organization agreements. The results of all these negotiations are finalized
in an accession protocol and working party report that outline the terms of
China’s membership.

Because of your continued interest in these issues, we are providing an
update on our past work on the status of China’s membership negotiations,
including portions of our past analysis that were recently declassified by
the U.S. Trade Representative. We report on (1) the resulis of the
November 1088 hilateral Agreement on Market Access between China and
the United States and (2) the status of China's ongoing multilateral
negotiations in the World Trade Organization.

Results in Brief

China has mzade substantial progress in completing its negotiations to join
the World Trade Organization, which cover a range of topics in 11 broad
areas. The President announced a bilateral agreement with China in
November 1999 that covers four broad areas of market access issues and
some other topics. In these four areas, U.S. and Chinese negotiators
reached agreement on commitments that would (1) reduce China’s tariffs,
{2} remove its nontariff barriers such as quotas, (3) reduce its limits on

" trade in services, and {4) remove its barriers on trade in agricultural

products.” China must conclude similar bilateral negotiations with some
other World Trade Organization mermbers, notably the European Union.
However, the results of these ongoing bilateral negotiations, together with
those China has completed with other members, would imaprove upon the
commitments China made to the United States in these four areas to some
degree, since under the World Trade Organization agreements, China's best
market access copunitments made to any country will be applied to all
World Trade Organization members.

China must also complete ongoing multilateral negotiations with members
of the World Trade Organization working party: These negotiations have
covered issues in seven broad areas of interest to working party merobers
regarding how China will adhere fo the obligations and responsibilities
created by the World Trade Organization agreements. According to our

#China must also complete negotiations with the World Trade Organization worldng party
over minor di on some additional topics in the agricul area that are negotiated
on a multilateral basis, such as financial support given farmers.

Paged GAO/NSIAD-00-142 World Trade Organization
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anzlysis of the negotiating record, China has alveady reached general

" agreement or has only minor differences to resolve with merabers of the

working party on commitments in four of these areas. The commitments in
these areas would (1) expand foreigners' trading rights, increase
transparency (openness) in administering its trade regime, and reform
other aspects of Ching’s trade frameworls; (2) better protect intellectoal
property rights; (3) place disciplines on how China applies health and
safety standards and regulatory measures to imported products; and

{4) determine what compliance and monitoring mechanisms will be appiied
o China beyond those to which other World Trade Organization members
are subject. China agreed to certain compliance and monitoring
mechanisms in its Novembey 1999 bilateral agreement with the United
States, and U.S. Trade Representative officials are confident that these
commitments will be incorporated in China’s accession protocol and
working party report without substantive change. Working party and
Chinese negotiators still have differences to resolve in the other three areas
of negotiation: (1)} China’s trade-distorting industrial policies, primarily its
use of subsidies (financial assistance) ie firms; (2) China's ability to use
trade-related restrictions to protect its foreign currency reserves; and

{3) other issues, most notably opening China’s closed government
procurement market, In the Noveruber 1999 bilateral agreement, China also
made a number of commitments regarding its state-owned and
state-invested enterprises that relate to concerns over subsidies and
procurement, among other issues. U.8. Trade Representative officials are
confident that these draft commitments will be incorporated into China’s
accession protocol and working party report without substantive change.

Background

The World Trade Organization (WT'0) was established on January 1, 1995,
as a result of the Uruguay Round of international trade negotiations, The
WTO provides the institutional framework for the multilateral trading
systerm. It adradnisters rules for international trade, provides a mechanism
for settling disputes, and offers a forum for conducting trade negctiations,
as set forth in the WTO agreements.® It currently has 136 members, and
another 30 have applied for membership.

3The WTO agreemients refer to 2 number of internasional trade agreements, inclading the
WT('s predecessor, the General Agreement on Tariffs and Trade, which are enumerated in
the 1684 kesh ishing the World Trade Organdzation.

Page 5 . GAONSIAD-00-14% World Trade Organization
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China is the world’s largest economy that is not subject to the WTO trade
liberalizing requirements. Since 1986, China has been in negotiations to
Jjoin, or “accede to,” the World Trade Organization and its predecessor, the
General Agreement on Tariffs and Trade. The United States has taken a
leading role in these negotiations, which have been occurring on two
tracks—bilateral and multilateral negotiations—over these 14 years. The
process for joining, or “acceding to” the WT'O consists of four phases:

(1) “fact-finding,” (2) negotiation, (3) WTO decision, and

(4) implementation. China is currently in the second phase of this process
and is negotiating with a working party comprised of all interested WTO
members, including the United States, to join the WTO.? These negotiations
should conclude with the acceptance of two documents: (1) the protocol,
which contains the terms of accession and commitments affirming China’s
adherence to WTO guidelines and principles® and (2) the working party
report, which provides a narrative on the results of the negotiations and
specific commitments made by the applicant regarding how it will meet
WTO requirements. Commitments detailed in either the protocol or the
working party report carry the same legal weight for the applicant,
according to WTO and U.S. Trade Representative officials.

A fundamental principle in the WTO agreements is that members, including
the United States, must grant each other unconditional
most-favored-nation status, meaning that they must grant each other trade
privileges as favorable as they give to any other WI'O member.® China
currently does not have permanent normal trade relations status in the
United States because title IV of the Trade Act of 1974" requires the
President to deny it to certain designated countries. However, China has
been granted normal trade relations status since 1979 on an annuat basis.
As China moves closer to becoming a member of the WTO, Congress is

“For 2 more detailed explanation of the WTO accession process, see China Trade: WT'O
Membership and Most-F d-Nation Status (GAO/T-NSIAD-98-209, June 17, 1998).

®China’s specific markef access commitments, most notably those to reduce tariffs on
industrial and agricuitural products, to phase out nontariff restrictions, and to phase in
access to foreign service providers, are detailed in consolidated schedules (tables) that are
annexed to the protocol.

°In July 1998, the term “normal trade relations” replaced the term “most favored nation” in
U.8. law; however, the term most favored nation continues to be used in the WTO
agreements and other trade agreements.

19 U.S.C. sections 2431 through 2439.
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considering whether to grant China permanent normal trade relations
status.

Concems about Chinese actions regarding hwman rights, proliferation of
weapons of mass destruction, espionage, and Taiwan, areong others, have
heightened the debate over whether to grant China permanent normal
trade relations status as part of China’s WI'O merabership. In response, the
administration has stated its belief that bringing China into the WTO will
advance critical economic and national secwity goals by opening a growing
market to American workers, farmers, and businesses and encouraging
domestie reform, hwman rights, the rule of law, and international
cooperation. This report focuses only on certain trade issues in US.-China
relations pertaining to China’s joining the WT0.

U.S.-China Bilateral
Negotiations on Market
Access Issues Are
Completed

The United States and China reached agreement in the bilateral track of the
negotiations in November 1999 with the signing of the U.8.-China Market
Access Agreement. China has been negotiating on a bilateral basis with
each interested WTO member on its specific market access commitmenis
under the WTO agreements. China’s market access commiitments cover 4 of
the 11 areas that are under negotiation: China's taxiffs; norntariff barviers
(such as quotas and licensing requirements); and its agriculture and
services sectors. The Tnited States and China have agreed on the extent to
which China will

yeduce or bind tariffs on its approximately 6,500 industrial and
agrienltural products to reach a final average of 10.2 percent {from

16.9 percent) by 2008;

+ eliminate nontariff barriers, which will end quotas, Hcensing, and simitar
requirements on 361 products (which represent about 10 percent of
1997 U.S. exports to Ching) by 2005;

provide varying degrees of access 1o 9 of its 12 services sectors—
including all those identified as U.S. priorities—with certain limitations
liberalized or phased out from ! to & years after accession; and

reduce tariffs on agricultural imports to 16.8 percent, from 21.4 percent,
by 2004. 1t also agreed {o improve access for some bulk commodities
like wheat, corn, rice, and cotton with a new, state-administered system
that applies different tariffs based on quotas of these commodities.

.

In addition, China had already agreed in the multilateral negotiatiolis tonot
provide export subsidies for agricultural products, China must still resolve
minor differences with members of the WI'O working party regarding #ts
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"

use of agricultural subsidies, which is a topic known as “domestic support.
Table 1 summarizes the status of these bilateral negotiations and the
multilateral negotiations discussed later. Further details on the results of
the negotiations appear in appendix L.
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Table 3 Status of 11 Areas Under Negotiations, as of May 2000

Status of US-China  Status of WTO multilateral

Area Negotiating topics
Market access  Tariffs Tariff rates and phase-ins of reductions  Concluded Bilateral negotiations with
commitments some WTO members remain®
Nontariff Quotas, licenses, and tendering Concluded Bilateral negotiations with
restrictions praglices some WTO members remaln®
Bervices iness, ication, construction, Goncluded Bilateral negotiations with

some WIO members remain®

financial, health & social services,
tourism & travel, recreation & sport,
transpori, and other

Agriculture Tariffs, tariff-rate quotas Concluded Bilateral negotiations with
some WTO members remain®
Protocol and Export subsidies, domestic support Not subject to bilateral  Minor differences remain
working party negotiation
report Trade framework {1} Chinas trade regime: uniform Not subject to bilateral  Agreement®
commitments

administration, special economic areas, negotiation
transparency, and judicial review;
{2} nondiscrimination; {3} special trade

1ts; and (4] the right to trade
intellectual Patents, trademarks, & copyrights Mot subject to bilateral Agreement®
property rights ati
Standards and Technical standards, import and export  Goncluded® Minor differences remain
¥ i i cquf sanitary and
valuation
Compl and P -specifi textile Congl Minor differences remain
itori th Iy for g
of economies,
general safeguard, and transitional
review mechanism
Trade-distorting Subsidies, state trading, ¢ d  Concluded Diff remain
E al polivies 7 and other and
price controls
Foreigncurrency  Balange of payments measures and Not subject to bilateral  Differences remain
fated - foreign controls negotiation

reser

restraints on trade .

Other Government procurement, oivil aircraft,  Concl Di remain
taxes & charges

Note: Topios in Halics were, at least in part, addressed in the Novembar 1999 U.S.-China Agreement
on Market Acoess.

*Results of China’s bilateral negofiations with alif WTO members on this issue are consolidated and are
subjectio verification. In some cases, WTO members and China rust also agree on text fo appear in
China’s protocol or working party report.
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PAgreement in this area is subject to China and the WTO working party members reaching agregment
on the final text of the protocol and workmg party report, which may include drafting or revising
language ibing China’s individual tcpxcs

“The April 1989 U.S.-China anumber of WTQ
related sanifary and phytosanitary (hea!th and food safeiy} measures; a few remaining issues are
being addressed outside of the WTO negoliations.

Sourcs: GAC analysis of negotiating record.

Although negotiations in these four broad areas are conducted bilaterally,
any agreement reached between two countries will apply to all WTO
memnbers, as the most-favored-nation principle requires, Because China’s
final commitments will reflect the best made to any WT'Q member, the final
commitments will probably improve on those made to the United States in
November 1999 to some degree. China must still conclude bilateral
negotiations with seven other WTO mermbers, most notably the European
Union. Once all these bilateral negotiations are completed, all of China’s
commitments must be consolidated and verified by the WTO working party.

China’s Multilateral
Negotiations Have Not
Been Completed

In the multilateral negotiations, China has been negotiating specific terms
with a working party of WI'O members, including the United States, on how
it will adhere to the obligations and responsibilities of WT'O membership.
For example, whether or not China will be able to take advantage of longer
phase-in or phase-out periods sometimes afforded developing countries to
implement its obligations under certain WTO agreements will bé specified.
These multilateral negotiations are conducted with the understanding that
“nothing is definitively agreed until everything is agreed.” Even in those
areas where China and WTO members have reached general agreemerit,
the protocol text must still be revised and finalized. Moreover, the draft
working party report still requires extensive amounts of text to be drafted
to capture China's commitments on impl ion and to d the
history of the negotiations.’

There has been much progress in the multilateral track, based on our
review of the negotiating record. The WTO working party on China’s
accession, which had not raet since July 1998, met in March 2000 and
restarted the muliilateral negotiations. Working party members reviewed
the status of the negotiations, and China provided updated information on
its foreign trade regime and a related listing of Chinese laws and

(1.8 Trade Representative officials have noted that China’s working party report could end
up being ever 100 pages long, while the current draft is about 11 pages.
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regulations. The United States and China reached bilateral agreement on
certain “multilateral” subjects in November 1999, which should help speed
futare progress in concluding the multinational negotiations. Nevertheless,
WTO working party members must still reach agreement among
themselves and with China on a number of issues before the accession
process can move forward. Although rmiuch of the draft protocol and
working party report have generally been agreed upon, they have not been
revised since May 1997, in part because the negotiators had focused on the
bilateral negotiations. Furthermore, there are a number of areas where
China must still provide WTO members information on its trade practices.

Muliilateral Agreement in
Two Areas

China and WTQ working party members, incinding the United States, have
generally reached agreement on issues in two broad areas. China has made
commiitments to

change its trade framework to {1) ensure uniform and transparent
administration of its trade regime subject to judicial review;

(2) guarantee foreign enterprises the rightto trade (import and export)
aftera 3-year phase-in period;® and (3) change some of the practices of
its special economic areas, which are geographic zones within China
created partly to attract foreign capital and foster economic
development and

* expand intellectual property rights by implementing the WTO
agreement on Trade-related Intellectual Property Rights upon accession,
which covers patents, trademarks, and copyrights, among other things.

V Minor Differences Remain
in Two Areas

Chinese negotiators have reached agreement with WTO members on most
issues involving standards and regulatory practices and compliance and
monitoring mechanisms. However, there are still some outstanding issues
in both areas.

*Negotiations will continue over how China will phase in these trading rights.
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With respect to standards and regulatory practices, the Chinese have rade
commitments about how the Chinese will apply health and safety
measures,'® license irmports and exports, generally value imports (for
customs purpeses) under WTO rules, and make these practices transparent
{open). Nevertheless, agreement needs to be reached concerning how
China will bring its administration of standards into compliance with WTO
requirements, Standards are the technical and product criteria for
inspecting, certifying, registering, and giving laboratory acereditation to
goods or services.

Although not yet agreed to by the WTO working party, U.S, and Chinese
negotiators reached agreernent on most monitoring and compliance
provisions, Importantly, China agreed fo a 12-year, product-specific
safeguard that would allow WTO members to take action against import
surges of Chinese products that are causing “market disruption.” Similarly,
China agreed to provide WTO members safeguard protection against
surges in Chinese textile imports until December 31, 2008, 4 years beyond
what is permitted under WTO rules. The United States and China also
reached agreement about provisions for mitigating the unfair trade
practices of dumping (selling below market value) and subsidizing exports.
China agreed to allow WTO members to use alternatives to China’s
domestic prices and costs for calculating antidurping margins for 15 years
from China’s accession. China also agreed to a similar provision for
identifying Chinese subsidies and calculating a countervailing duty, but this
provision does not expire. U.S. Trade Representative officials told us they
are confident that other WTO mernbers will accept these bilateral
comniitments with no substantive changes.

The working party has not yet reached agreement with China on another
proposed monitoring and compliance provision that would allow WTO
members to review China’s impl ion of its WTO < itments and
assess its overall progress in making econoraic and trade reforms. This
transitional review mechanisra issue remains open and will be dealt with
further in the working party. Also, in return for other commitments, notably

*In April 1999, the United States and China coneluded a separate but related bilateral
Agreement on U.S-China Agricultaral Cooperation, which addressed some health and food
safety issues. The agricultural cooperation agreement eliminated Chinese bans on importing
certain U.8, agricultural commodities, including wheat and other grains, meat, and citeus,
which the Chinese contended were a health risk. U.S. negotiatars told the Chinese this
agreement was important to demonstrate their willingness to abide by WTO requirements
for sanitary and phytosanitary measures.
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the strong, product-specific safeguard, the United States dropped its
objective to have Ching agree to a “general safeguard” that would have
allowed WTO members broader discretion to suspend some or all WT'O
benefits to China.

Differences Remain in a
Few Other Areas

Chinese and working party negotiators still must resolve differences in 3 of
the 11 areas under negotiation—trade-distorting industrial policies,
primarily subsidies; restraints on trade related to foreign currency reserves;
and “other” issues, most notably government procurement. While
negotiators have made progress on some individual issues, differerices
remain over other issues. U.S. negotiators have noted that these areas,
which are generally subject to multilateral negotiations, have not been
discussed with thie Chinese in recent years in the working party. However,
the November 1999 U.5,-China bilateral agreement included some draft
language that seemed to narrow the differences on some topics.

The first area where there are differences to resolve is China's
trade-distorting industrial policies. Specifically, while China has agreed to
eliminate certain subsidies (financial assistance) prohibited by the WI0
agreements, Chinese and working party negotiators must agree on which
WTO trade reraedies WTO members will be able to use against other types
of Chinese subsidies, if they are shown to adversely impact & ember.
Similarly, while China has made commitments restraining its use of
trade-related restrictions on foreign invesiment, and price controls, and to
abide by existing WTO rules regarding government-sanctioned enterprises
{state trading), it must, for example, reach agreement with working party
members over the final lists of affected products. Notwithstanding these
differences, in November 1899, U.S. and Chinese negotiators reached
bilateral agreement on defining what constitutes subsidies for China’s
state-owned enterprises, on what products will be imported by China’s
state trading enterprises, and a Chinese commitment that various activities
of state-owned and state-invested enterprises will based solely on
commercial considerations {without government influence.) They also
agreed on when China will discontinue WTO-prohibited practices that
impose trade-related conditions on foreign investments and similar
practices, iIncluding technology transfer requirements.

The second area is China’s potential use of foreign currency
reserves-related restraints on trade. WTO working party members have
been concerned about China potentially using WTO provisions on balance
of payment and foreign exchange controls to inappropriately restrict trade.
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Under the WTO agreements, mewnbers are allowed to temporarily restrict
imports or access to foreign currency under certain adverse
macroeconomic conditions in order to increase foreign currency reserves.
China has made changes in its currency exchange regime since the working
party last had substantive discussions in this area several years ago, and
WTO negotiators must decide on what provisions, if any, are necessary.

The third area where negotiators have differences to resolve is 2 group of
miscellaneous topics that could bave a significant trade impact. For
exanple, WT'O members have asked China to agree to begin negotiations
on the trade-liberalizing obligations of the Agreement on Government
Procurement and the Agreement on Trade in Civil Aircraft, both of which
are optional for WO members. China has not made offers to join either
agreement. However, in its Novermber 1999 bilateral agreement with the
United States, China agreed that purchases by state-owned or
state-invested enterprises would be based on commercial considerations
and would not be considered government procurement, which is otherwise
exempt from WTO obligations. #

Agency Comments and
Our Evaluation .

We obtained oral comments on a draft of this report from varions officials
at the Office of the U.S. Trade Representative, which included the views of
the General Counsel. The Office provided us technical and clarifying
comments on our draft report, which we incorporated as appropriate.
While they generally agreed with the contents of our report, U.S. Trade
Representative officials had concerns about our grouping issues under |
negotiation and had different opinions than GAQ about the Importance of
unresolved areas and on the relative value of particular commitments, We
did not atterapt to weigh the importance of the issues under negotiation,
and we believe that our analysis presents Congress with an objective
framework for understanding the many issues being negotiated, as well as
their status.

“Chinese negotiators have agreed to i on another mi: 108 LORIC~—~
regarding China's ability to apply taxes and charges {other than tariffs) on trade. However,
China ard working party members still have minor differences to negotiate over what
exports will be subject to duties.
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Scope and
Methodology

This report is based on our past and ongoing work on China trade issues;?
our review of WTO and executive branch documents; U.S. law; related
literature; economic literature; and our discussions with U.S. government,
WTO, and foreign govermment officials. More specifically, to assist
Congress in its oversight and upcoming debate on U.8.-China trade policy,
we updated our past work on the status of the WT'O accession negotiations
and the results of the negotiations. We reported some of this information in
a March 17, 2000, report. We extracted certain sections of our

Septeraber 50, 1999, report (including all our summary tables and graphs)
that were subsequently declassified by U.8. Trade Representative officials
and updated them to reflect new developments in the negotiations based
on the November 1999 agreement, other executive branch documents, and
meetings with U.S. government officials. Our methods of analysis are
described in more detail in our 1999 report.

We conducted our work from November 1999 through May 2000 in
accordance with generally accepted government auditing standards.

We are sending copies of this report to the Honorable Charlene Barshefsky,
the U.8. Trade Representative; the Honorable William M. Daley, Secretary
of Comumerce; the Honorable Dan Glickman, Secretary of Agriculture; the
Honorable Lawrence F. Suramers, Secretary of the Treasury; and interested
congressional committees. Copies will be made available to others on
request.

For future contacts regarding this report, please call me at (202) 512-4128.
Other GAD coniacts and staff acknowledgments are listed in appendix IL

Busan S. Westin, Associate Director
Intemational Relations and Trade Issues

“8ee a list of some related GAD products at the end of this report.
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China’s World Trade Organization

Commitments

China has made substantial progress toward completing its negotiations to
Jjoin the World Trade Organization (WTO). In this appendix, we describe
China’s commitments as of May 2000 and describe the issues under
negotiation in each of the areas, as appropriate. To group the major issues,
we developed an analytical framework that encompasses both the bilateral
and multilateral negotiations, Specifically, we grouped the many market
access issues in the bilateral negotiations into four broad areas: (1) tariffs;
(2) nontariff restrictions; (3) access to services markets; and

(4) agricultural trade practices, aithough some topics in the latier area are
negotiated on a muitilateral basis. We grouped the many issues under
consideration in the multilateral negotiations into seven broad areas:

(1) China's trade framework, (2) intellectual property rights protection,
(3) standards and regulatory measures, (4) compliance and protection
measures, (5) trade-distorting industrial policies, (6) foreign
reserves-related restraints on trade, and {7} other miscellaneous issues.

Commitments Subject
to Bilateral
Negotiations

Tariffs

Although the United States and China reached agreementin

Novernber 1899 on China’s tariff commitments,’ China must still conclude
bilateral negotiations with some other countries before its WTO tariff
commitments can be finalized. The high levels of tariffs that China imposes
or its imports—these tariffs can be as high as a prohibitive rate of

100 percent on some goods—have been a concern to negotiators. Since
these tariffs have the effect of restricting the amount of goods that China
imports, negotiators asked China to “bind”? all its tariffs ac a certain level.
According to their particular commercial interests, each working party
member, including the United States, also requesied particular rates on

A tariff is like a tax, in that China (or any other country) collects a fee based on a given
percentage value of an ixaported product or a specific rate per unit of the product.

“In international trade, the concept of “binding” is-defined as a legal obligation ot to raise
tariffs on particalar products above the rate specified in the country's “schedule of
concessions.” Bound tariffs provide greater commercial cerfainty by creating a ceiling on
tariffs that & country can apply.
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some of the 6,450 products (industrial and agricultural goods) that China
trades.

In November 1999, the United States and China reached bilateral
agreement on China’s bound tariff rates® (see table 2). China’s average tariff
would fall from its 1990 rate of 16.9 percent fo 10.2 percent (see fig. 1). On
industrial products, the overall average would be 9.4 percent, and on
agricultural products, 16.8 percent. For agricultural products the United
States considers priorities, the average rate would be 14.7 percent. These
reductions would be phased in over tire (see fig. 2). China's actual, or
“applied,” tariffs have decreased during the negotiations in the past several
vears. China's average applied tariff decreased from 42.8 percent in 19982 to
18.9 percent in 1998, Figure 1 illustrates the decline in China's applied tariff
rates from 1992 to 1998 and the final, agreed-upon tariff average.
Nevertheless, China would need to reduce its tariffs further in all sectors to
maatch the final rates agreed upon with the United States in November 1999
(see table 3).

Table 2: Results of U.S.-China Tariff Negotiations

U.8.-China agreed Difference between

China's applied tariffrate 1559 applied rate
tariff rates (1999)  (November 1939) and agreed rate
Alf products 16.9% 10.2% 8.7%
industrial products 16.3 94 89
averalt
Industrial products with 188 82 84
a E_a_fiqular request
Agriculture ovarall 214 16.8 48
Agriculture priotities® 30.8 14.7 16.1

“The L1.8. request on agricuiture products focused on high-priority ftems owt of the S00-pius tems on
Chira’s tariff schedule.

Source: GAO analysis,

“These rates are subject to verification and comection and may improve if other countries
achieve larger ions in their bilateral Tati

Page 17 GAQ/NSIAD-00-142 World Trade Drganivation



124

Appendix I
China’s World Trade Organization
Comumitments

Figure 1: China’s Applied Tariff Rates, 1992-1989, and Agreed Rate Under the
November 1999 U.§,-China Bitateral Agreement
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Source: GAQ analysis.
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L
Figure 2: Percentage of Potential U.S. Exporis to China by Year in Which Final Tariff
Rate Is Achieved, 2000-2008

Percentages totai to 100 percent

)
36

25

2000 2001 2002 2003 2004 2008, 20()6a 2007 2008
Calendar year
Mote: Potertial exparis ara a GAO proxy representing the .82 axport potential to China as g WTO

member, and were used in order 1o account for the trade-distorting effects of existing tariif barriers.

iy November 1988, the United States and China agreed to phase-in tariff cuts for some autos and
suto parts by 2008 {rather than 2008} with larger redustions in the tanff rates for these products in
eariier years, Howaver, these changes are notincludet in our analysis and some percentage of
potential 1.5, exports to China vill have the final tariff rate phased In by 2006 rather than 2005.

Source: GAC analysis.
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Table 3: China’s Applied and Agreed Tariff Rates by Sector

Difference

U.S.-China between
China's agreed rates China’s U.S. 1998 Tariff rate
applied  November applied  exportsto phase-in
. rates, 1999 1899 rates and China period
Sector (percent} (percent) agreed rates {mitiions} (years)
Autes, vehicles, and auto parts 28.2 124 16.1 $3,748 2.5
Textes and apparel 25.3 12.1 132 178 4.1
Prepared foods, beverages, spirits, and tobacco 29.4 22.4 70 87 1.7
Wood, paper, and leather producis 13,6 7.6 6.0 770 2.0
High-tech apparatus 14.6 88 58 4,892 1.7
Miscellaneous manufaciured gaods 201 14.3 5.8 100 1.8
Animal and plani products 19.8 141 5.4 218 2.0
Chemicals, plastics, and minerals 105 8.9 3.6 2,188 1.5
Low-tech manufactured goods and base metals 10.1 7.2 2.9 423 0.8
Nenmetaflic minerals and jewslry 171 14.2 2.8 116 0.8

*in November, the United States and China agreed to phase In tarift suts for some autos and auto parts
by 2006 (rather than 2005) with larger reductions in the tariff rates for these products in earlier years,
However, these changes are not included in our analysis and the tariff rate phase-in period will ba
somewhat longer.

Source: GAD analysis,

Nontariff Restrictions

U.8. and Chinese negotiators reached bilateral agreement in November
1989 on eliminating China's nontariff measures that restrict trade in
industrial goods (see table 4). However, bilateral negotiations with some
other WT'0 members remain before China’s comunitments in this area can
be finalized. China’s comnitinents with the United States would eliminate
or phase out these restrictions, which affect a variety of product categories,
within b years (see fig. 3). These commifments are subject to verification
and rectification (minor corrections.) In 1998, these restrictions applied to
over § percent of U.S. exports to China (see table 5). WTO members have
voiced concern regarding China’s nontariff restrictions on imports,
including (1) quantitative limits China imposes on imports {quotas),

(2) Chinese requirements that companies obtain governmental approval
and submit docnmentation before importing (licenses), and

(3) requirements that private citizens oblain government approval before
making major purchases (tendering). China provides little transparency
regarding the quantity or value of products that are subject to these
measures, according to the U.S. Trade Represeniative. Article X1 of the
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1994 General Agreement on Tariffs and Trade generally prohibits
quantitative resirictions on irade.

Table 4: Results of WTO Negotiations on China’s Nontariff Measures, as of May 2000

" Negotiating topic

in the WTO muiltilateral negotiations, China

in the November 1988 U.S.-China bilateral
negotiations, China .

Existing nontariff measures

Must conclude bilateral negotiations with some

. other WTQ members

-Agreed to sliminate or phase out quotas, licenses,

and tendering restrictions on 282 products,

Agreed that the longest phase-out period would
fast 5 years

Agreed that the size of quotas to be phased out
wouild grow during this period from a negotiated
base rate® for each product according to &
negotiated growth rate

New nontariif measures

Has agreed to not implement new nomiariff
during the iath

Not subject to bilateral negotiation

Has agread to not implement new nontariff
measures following accession

Not subject to bilateral negotiation

implementation

Agreed that any import or export restrictions will be  Not subject to bilateral negotiation

implemented only by national authorities

*Base rate” refers to the amount imported during a certain “base year” that wilt serve as the *base” for
calculating the import jevels allowed under quoeta in later years, based on the growth rate.

Source: GAD analysis.
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Table 5: Resuits of U.S. China Negotiations on Goods Subject to Phaseout of China’s Nontariff Measures

Number of products
subject to nantariff

restrictions

Average phaseout
period (years)

. Percent of
Value of US. U5,

Longest exporis to sxporisto
phaseout China, 1998 China,

GAD product category L&GQ T Total L&Q T Total (years) (millions)® 1998
Chaermicals, plastics, and minerals 43 0 43 2.4 N/A 2.4 4 $878 8.5%
Textiles and apparel 28 Q 26 1.0 N/A 1.0 NA 11 0.1
High-tech manufactured goods 52 75 127 1.8 2.0 1.8 4 218 1.6
Autos, vehicles, and auto parts 71 80 4.0 2.7 3.8 5 23 0.2
Mistellaneous manufactured goods 6 0 6 30 NA 3.0 3 0.004 0
Total 198 84 282 27 2.0 2.5 5 $1,128 8.4

Legend

L&G = ficenses and quotas

T = tendering

N/A = not applicable

Note 1: Numbers may not add up precisely because of rounding.
Note 2: No preducts have both licenses and gqucies and tendering restrictions placed on them. All

quotas are accompaniad by 2 ficense!

*The export value is only for those iters with a nontariff measure.

Source: GAO analysis.
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Figure 3: Value of China’s Nontariff Restrictions on U.8. Exporls and Their
Phaseout, 2000-2005, Under the November 1998 U.8.-China Bilateral Agreement
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s Valug of exports aftected by non-tarif measures

Note: Based on actusl U.S. exports to China in 1898,
Source; GAC analysis,
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Services

The United States and China reached agreement on China’s service sector
commitments in November 1999, although China must still conclude
bilateral negotiations with some other countries before finalizing its WO
services commitments. Trade in services is fundamentally different than
trade in goods, in that sexvices are not physical ifems that are shipped
across a border. Sorne gervices covered by the 12 general sectors® are
supplied across borders, such as an overseas telephone call, or by people
who cross borders either to obtain or deliver a service, such as a patient or
doctor traveling for medical treatment. However, other services are
supplied through establishing a comumercial presence in the country, often
through foreign investment, such as a bank selling financial services.

In November 1999, the United States and China reached agreement on
China’s commitments to open its services sector.® China agreed to open 9 of
its 12 service sectors—including all those that were identified as U.S.
priorities—to foreign service providers, though with some specified
limitations (see table §). Individual WT'O members’ commitments vary
widely in scope and depth and usually do not include all 12 service sectors.
As the world’s largest exporter of services, with 1997 exports valned at
about $230 billion by the WTO, the United States seeks access to China's
growing services market. Only 2 percent of U.8. services exports currently
go to China.

“The WTQ eategorizes services into 12 general service sectors: (1) business;

&) ication; (3} ion; (4) distribution; (5) education; {6) environmental;

(7) financial; {8) health and social (other than medical, dental, and similar professional
services); {9) tourism and travel; (1) recreation, cultural, and sporting; (11) transport; and,
{12} other services.

*These commitments are subject to verification and correction and may improve if other
countries achieve larger concessions in their bilateral negotiations.
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Table 6: China's Service Sector Commitments in Novermber 1899 U.8.-China Bilateral Agreement

12 WTO service
sectors and key G i upon on iy access
subsestors’ that are eli or and p periods Final commitments on foreigners’ access
1. Business
Professional:
*fegal Quantitative® and geographic focation limits eliminated Open, with limitations on scope of business, legal
after 1 year forms of i P i qui s
other®
» auditing, accounting,  Limils on legal form of establishment and share of foreign O ise, open upon accession, with pre
taxation, eic. equily investment {taxation only} are elimi after 6 Ui
* archilectural, MNone Open upon accession, with imitations on cress-

engineering, etc.

border supply, legal forms of establishment,
professional requirernents®

Computer & related

Some {maintenance and repair only) legal forms of
establishment, share of foreign equity ¥ timils

Otherwise, open upon accession, with professional

liberalized after 1 year and eliminated after 3 years

i scepe of some
limitations on tegal forms of establishment and
cross-horder supply of software implementation
services

Rentat & leasing

Limits on legal forms of establishment and share of
foreign equity investment liberalized after 1 year and
fimi i after 3 years

Open, with some scope of business fimitations®

Other business
sarvices®

Legal forms of esteblishment, share of foreign equity
investment limits in about % of the subsectors fiberalized
in 1 or 2 years and elimi in3,4, or6 years

2 subsectors open, with cross-border supply, legal
forms of establishment, or other timitations in about
¥ the opened subsectors

2, Communication

Courler

Legal forms of establishment and share of foreign equity
investment limits liberalizad after 1 year and eliminated
after 4 years

Open

Basic Generally no new access for 3 years,' then initial cross-  Open, with limitations on cross-border supply, legal
telecommunications  border supply and share of foreign equity investment forms of establishment, share of foreign equity
limits Yiberalized after 3 and 5 years; geographic location  investment {49%), and scope of business™?
fimits liberalized afler § and eliminated after € years
Vatue-added Limits on cross-border supply and share of foreign equity  Open, with limitations on cross-border supply, legal
i i ¥ i fiveralized after 1 and 2 years; those on forms of establishment, and share of foreign equity
geographic location fiberalized after 1 year and eliminated  investment (50%)
after 2 years
Audio-visual None Open upon accession, with fmitations on legal
forms of establishment, and some shate of foreign
equity investment (49%), scope of business,” and
quantitative limits
3. Construction Naone Open upon accession, with limitations on scope of

legal forms of estal and other
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12 WTO service i
sectors and key G upon ion on ig ’ access
subsectors® that are efimi or reduced, and p periods Final commitments on foreigners’ access

4. Distribution

Wholesals trade &
commission agents

No market access for distribution of imported goods until

after 1 year, then initial limits on legal forms of
establishment and share of foreign equity investment,
liberalized after 2 and eliminated after 3 years; some
other product limitations eliminated in 3 or 5 years

Open, with limitations on cross-border supply and
some other limitations®

Retailing Some limits on legat forms of establishment, share of Open, with limitations on cross-border supply, and
foreign equity investment, geographic location, and some legal forms of establishment, share of foreign
itative limits i ized after 2 and efimi after  equily i t {49% in large stores & chains),
3 years; some other limitations eliminated after 1, 3, or scope of businsss, and other imitations
5 ysars
Franchising & other No market access for distribution of imported goods untit  Open
after 3 years
5. Education None Open upon accession, with limitations on cross-
border supply, scope of business, legal forms of
establishment, professional requirement, and other
limitations
8. Environmental None Open upon accession, with fimiiations on

cross-border supply, stope of business, and legal
form of establishment

7. Financial
tnsurance Limits on share of foreign equity investment fiberalized Open, with'some cross-border supply, scope of
after 1 and 2 years; geographic location liberalized after  business, legal forms of establishment, share of
2 and eliminated after 3 years; scope of business foreign equity investment (50% in life insurance),
limitations liberslized after 4 and some eliminated after  and other limitations
5 years
Banking Limits on geographic location liberalized each year; some  Open, with cross-border supply, scope of business,
scope of business liberalized after 2 years; these and and other limitations*
quantitative and some other limitations eliminated after
5 years
Securities Some limits on legal forms of establishment, share of Open, with cross-border supply, scope of business,
. foreign equity | scope of bush fiberal legal forms of establishment, foreign equity
after 3 years investment {33, 49%), and other imitations
Advisory and other None Open upon accession, with limitations on cross-
financial services border supply
8. Health & Social None No commitments
{other than medical
and dental)
9. Recreation, None No commitments

cultural & sport

10. Tourism & travel
related

Legal forms of establishment, share of foreign equity
investment, geographic jocation area, some scope of

i and other limitat) i i
after 3or & years

or efiminated

Open, with limitations on scope of business® and
other limitations®
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12 WTO service
sectors and key e i upon on i access
subsectors® that are glimi i or reduced, and pk periods Final commitments on foreigners’ access
11. Transport Some legal forms of establishment, share of foreign Seven of nine subsactors open, with various
equity investment, iberalized andfor eliminated after fimitations on cross~border supply, legal forms of

1,3, 4, or 6 years

establishment, scope of business,” quantitative
and/or other limitations®

12, Other

None

No commitments

*For purposes of analysis, these 1o the standard WTO listing of

are

services and not by the fon in the text of the
*Quantiative imits include restrictions on the number of service providers and/or fimes a setvice can
ke provided. .
“Also, fees and charges for some services are subject to stale prcing under protocol provisions on
price conirais.
“Seope of business is limited by the specific exciusion of one or more services from China's proposad
commitments. .
“Includes advertising; management consuiting: technical testing and analysis; scientific and technioal

g " " lon: an -

& repairof
and inlerpretation services.

Paging and mobile setvices commitments begin earlier and are phased in faster than other basic
telecommunication commitments,

Source: GAQ analysis.

China’s market has remained essentially closed to foreign service
providers, according to U.S. Trade Representative reports. Foreign service
providers are often only allowed to operate under selective “experimental”
Yicenses and are restricted to conducting business in specific geographic
areas and to a specific scope of operations. Similarly, investment
restrictions limit how foreigners may establish a commercial presence; for
example, they may be forced into a joint venture with Chinese partners and
not be allowed to establish 2 wholly owned subsidiary. Moreover, China
treats foreign service suppliers differently than domestic firms; that is, it
denies them national treatment. China’s policies favor domestic firms over
foreign firms and impose significant administrative restrictions on foreign
firms but not domestic firms.

Multilateral rules covering trade in services have only existed since January
1895, when the WTO General Agreement on Trade in Services went into
force. While there is a framework of rules that WO members follow, these
rules apply only where a country makes a specific commitment to grant
access to foreign services, and exemptions are allowed. Individual WTO
members each have specific commitments in individual service sectors and
have granted market access subject to specified limitations, such as those
on the number or scope of business that is permitted. Thus, there is no
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general requirement that WT'O members open their services market to
foreigners and grant them national treatment.

Agriculture

The United States and China reached agreement on many agricultural
issues in Noveraber 1999. However, China has yet to conclude bilateral

market access negotiations with some WT'O members on agricultural tariffs
and related topics. In addition, minor differences remain on protocol and

working party report commitments on agriculture topics under multilateral
negotiation. While China made commitments to the WTO working party to

eliminate export subsidies, there are outstanding issues to resolve
concerning China’s domestic support to its farmers. (See table 7 for the
status of the agricuiture negotiations.)

|
Table 7: Status of Negotiations on Agriculture, as of May 2000

Agriculture issue

In the WTO i iati China

In the November 1999 U.S.-China Bilateral
iati China

Tariffs

Must conclude bilateral negotiations with some
other WTO members

Agreed to reduce tariifs on all agricultural items to
16.8 percent and on priority items to 14.7 percent

Tarifi-rate quota system
for bulk commodities

Must conclude bilateral negotiations with some
other WTO members

Agreed to provide managed market access for
specific products (see table 8 for details)

Domestic subsidies

Will cap and reduce the amount of its domestic
support under the WTO agriculture agreement.
However, negotiations continue on what is
counted as a subsidy and on the level of
reduction

Not subject to bilateral negotiation

Export subsidies

Has agreed to zero export subsidies on all
agricultural products

Not subject to bilateral negotiation

Source: GAO analysis.

In November 1999, U.S. and Chinese negotiators reached agreement on
tariff reductions for agricultural products, including substantial tariff

reductions on items the United States deems as “high-priority,” and foreign
access opportunities for other key agricultural commodities negotiated as
part of a “tariff-rate quota” (TRQ) system, which is explained later. China
committed to reduce its overall agricultural tariffs to an average of

16.8 percent (see table 2), which is a 4.6 percent decrease. For 62 of the
942 products, China will meet these tariff commitments upon its accession
to the WTOQ; for the remainder, it will phase in its final agreed rate to meet
the agreed level by 2004.

Page 28 GAO/NSIAD-00-142 World Trade Organization



135

Appendix 1
China’s World Trade Organization
Commitments

1.5, and Chinese negotiators also reached agreement on specific rules for
how China would administer a TRQ system to provide controlled market
access for several sensitive bulk agricultural commodities, including
wheat, com, rice, and cotion, among others (see tables 8 and 9). These
changes are intended to improve predictability, expand private
competition, reduce state intervention, and increase the transparency of
the system. China’s TRQ system, like those currently used by the United
States and other WTO mewmbers on some products, would allow imports to
- enter at a low tariff rate up to an agreed quota level, with any additional
imports to be.taxed at a higher tariff rate. Exporters from different foreign
countries would each compete for a share of the quota (see fig. 4). While
much of this trade would go through Chinese state {rading enterprises,
which are discussed later, some private trading in these commodities
would be allowed with provisions to help ensure that import quota
amounts are used (see figs. 5 and 6 and table 9). China’s quota
commitments for wheat, corn, rice, and cotton appear generous in that U.S,
1998 exports of these commodities to China represent between less than

1 percent to 10 percent of China’s initial quota commitments. They also
represent between 6 and 27 percent of China’s reported total imports in
1988. China’s initial soybean oil ¢ itment is approxi ly equal to U.S.
Department of Agriculture estimates of China’s {otal soybean oil imports
from all countries in 1998.
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Table 8: Results of November 1859 U.8 -China N iations on Admink: ion of China's Tarif-rate Quota System

Negoftiating issues

China agreed®to

Improve predictabifity

Set an annual quota allocation

Increase private competition

Reserve a portion of alf quotas for private traders
Reallocate and make available for import through any entity the state-traded quota portion not
imported by certain date®
Reallocate unused quota quantities; howeves, end-users cannot transfer import quota
Hocation so that ion will iy go to users with the strongest import interast
Allow itemns under quota to be imported on a first-come, first-served basis or by request of

applicants and their historical import performance, production capacity, or other relevant
sommercial criteria

Redluce state intervention between
buyers and sellers

Alfocate quotas directly to end-users

“Allow access to China’s distribution system

Allow end-users allocated stats-traded share of quolas to import directly or through other
entities after certain date

Increase transparency

Respond to inguiries on what entities received the quota allocations (there is no reporting to
WTO of entities receiving quota allocations)

*Agreementon his topic s subject to China and the WTO working party members reaching agresment
on e final text of the protocol and working parly report, which may include drafting or revising
language ibing China's ing individual topics.

"Quotas represent impost opportunities and are not minimum purchase requirements guaranteeing
that the amounts wiil be completely used {imporied).

Sowrcs: GAC analysis.
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Table 9: Products Covered by Tariff-rate Guota Provisions in the 1889 U4,8. China Agreement
R Tariff Rate Quota provisi in N 1999
U.8. exports to End of
China in 1998, transition Percent of
value and  Initial quota  Final quota in-quota period that  quota reserved
metric tons quantity quantity tariff Dut-of-guota  begins in for private
Product {MT)exported  (million MT} (millionMT)  (percent}  iadiff {percent) 20600 traders
‘Wheat $48 million. 73 " 9.6 Range:1-10 80, reduced fo 2004 10 - with o
(five products) 315,839 MT - growth
Corn $44 million. 4.5 7.2 Range:1-10 80 for most lines, 2004 25 growing
{five products} 366,553 MT reduced to an 40
average of 51 .
Rice $288,844, 27 53 tand 9 80 for most lines, 2004 BQforshort- &
{six products) 493 MT reduced to an mediumn-grain
average of 43 rics; 10
for other rics
Soybean ofl $212 milfion. 1.7 a3 g 85, reduced 2006 50 growing
(two products) 521,835 MT to9 t0 100
Cottony $118 miliion. 07 0.8 1 78, reduced 2004 67
{two producis) 77,014 MT to 40

*There ary subguota allocations for the overalt quota on tice (50 percent for short or medium grain;
50 percent for iong grain}.

Source: GAC analysis.

Figure 4 Share of 1998 U.S. Agriculiural Exports That Would Be Covered by

Tarift-rate Quotas

TRQ

Bourcs: BAC analysis.
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Figure 5: November 1999 Agreed Annual for China’s Tariff-rate Quota Imports Through State Funding Enterprises

State Planning
Commission
allocates
entire portion
af quota

End-users
return unused
quotato
State Planning
Commission

End users . End users

‘can begin importing apply for
{hrough non-state reallocation

trading entity of quota

End-users apply to
State Planning

State Planning
Comrmissior
reallocates.
quota

Commissian for
quota allocation

November 15-30 January 1 September 1 September 15-30 October 1 October 15

“Trade through non-state-trading entity possible '

Note: The United States and China did not reach finai agreement that the State Planning Commission
is the administering authority; this issue will be decided in the multilateral negotiations.

Source: GAO analysis.

Figure 6: November 1999 Agreed Annual Schedule for China's Tariff-rate Quota Imports Through Private Enterprises

State Planning End users

End-users apply End users

i Comnission return unused State Planning
ommiaontor affocates Sty for quota to Commission
‘1ot allooation entire portion alocatio State Planning reallosates quota
a of quota q Commission

November 15-30 January 1 September 15-30 Qctober 1 Qctober 15

Note: The United States and China did not reach final agreement that the State Planning Commission
is the administering authority; this issue will be decided in the multilateral negotiations.

Source: GAO analysis.
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Commitments Subject.
to Multilateral
Negofiations

China’s Trade Framework According to U.S, negotiators and WTO officials, the substance of
commitments covering China’s trade framework are agreed. To become a
WTQ member, China will need to make significant changes in how it
administers its foreign and domestic frade. China currently retains
elements of a restricted sysiem that discriminates against foreign firms
despite its continuing transition to an open market economy. This
framework covers a numnber of issues that would apply broadly to how
China manages its trade regime.

More specifically, China’s commitments in this area cover (1) transparency,
{2) right to trade, (3) nondiscrimination, (4) vniform administration of
China's trade practices, (5) special economic areas, (6) special trading
arrangements, and (7) judicial review issues (see table 10). U.S. and private
industry repr ives have considered both the degree of transparency
in China's trade regime, and the extent to which Cliina provides both
foreign and Chinese individuals and business firms the “right to trade,”
defined as the right to import and export goods and services, as two of the
major issues in the negotiations, They have also been concerned about
China’s discriminating against foreign individuals and entities, applying its
trade laws and other measures differently throughout China, providing
preferential treatment to specially designated economic areas, and China's
lacking independent adjudicating bodies to handle traderelated
complaints. .

SChira’s commitients in these aress are subject to China and the WTO working party
members reaching agreetent on the final text of the protocol and working party report,
‘which may include drafting or revising k describing China's i
individual topics.
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Table 10: Results of WTO Working Party Negotiations on China’s Trade Policy Framework

Trade framework issue

Commitments agreed to in WTO protocol and working party report
ensure that...

Transparency

China publishes trade measures in officially designated journal and allows public comment before
implementation, but a minimum time period between publishing and implementing trade measures is still
under negotiation

China providt ions of trade into one or more official WTO languages before measures
are implemented, to maximum extent possible

China establishes central government inquiry point for providing official answers about trade measures
China responds to most inquiries in 30 days and exceptional inquiries in 45 days

China permits, and not does not claim as confidential, publication of initial quota levels and quota growth
rates before quotas are impl for a given product

Right to trade

China grants right to import and export goods® to afl enterprises in China, to be phased in within 3 years of
accession. Generally includes national treatment for distribution of goods. Subject to exceptions for some
goods of state trading er i How rights are to be phased in is still under negotiation.

All foreign individuals and enterprises are provided trading rights no less favorable than Chinese enterprises

Chinese enterprises can trade in all goodsb by a certain date, but no right to import and export given to
Chinese individuals

National treatment i applies both to granting and regulation of trading rights

Non-discrimination

China treats imported goods no less favorably than domestically produced goods for foreign individuals and
enterprises, including foreign-funded enterprises, regarding procurement of goods and services necessary
for production and prices and availability of goods and services supplied by public entities.®

Additional protocol language that certain exceptions to nondiscrimination do not undercut commitments is
still being considered by the working party

are applied uniformly throughout China, including at subnational level, that is, provincial

Uniform inistration of
trade measures

Trade

and local levels
Types of trade measures are broadly defined

China clearly defines territoriat coverage of its

Trade measures, including at subnational level, are consistent with WTO rules
Mechanism is established for receiving comptaints regarding nonuniform application

China treats goods and services of separate customs territories, such as Hong Kong and Macau, like those
of other WTO members and does not grant preferential treatment to imports from China Taipei

Special economic areas

Goods and services entering rest of China from special economic areas receive same treatment as other
imports

China clarifies whether commitments to special economic areas would also extend to its open coastal cities
and special economic and technological development zones

China notifies WTQ within 60 days and in an official WTO language—english, french, or spanish—of any
changes in trade measures pertaining to special economic areas
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Trade framework issue

Commitments agreed to in WTO protocol and working party report
ensure that...

Special trading

No specific commitment, but China must eliminate or corform all of China’s special trade arrangements with
WTO requirements

Judicial review

China i independent tribunals to review broad array of adminisiralive actions regarding
implementation of China’s trade regime, including those involving batance of payments and some services

China revises patent and trademark laws and regulations to be consistent with WTO commitments upon
acoession .

China provides a right of appeal in trade disputes to a judicial body i first appeal is o administrative agency

*Agreement in this area is subject to Ghina and the WTO working parly members reaching agreement
on the final text of the protocot and working parly report, which may includs trafting or revising
ignguage ibing China's i ing indivi iopics,
*Consistent with usual WTQ practice, trading rights and national treatment for services have been

i with China on & sectorby tol is.
“Most such arrangements relate 1o border trade, for example, local irade &l ihe China-Russia border,
and barter trade.

Source: GAO analysis.

Intellectual Property Rights  China has agreed to implement the WTO's A it on Trade-Related

Protection

Intellectual Property Rights upon accession, and thus negotiations have
gensrally been concluded in this area. China’s intellectual property rights
laws are now approaching WTO norms, according to the U.S, Trade
Representative. This agreement defines both the scope and enforcement
procedures of intellectual property rights in various areas. These areas
include copyrights, trademarks, patents, geographic indications (where
particular characteristics of a good are related to its geographical origin),
industrial designs, layout designs of integrated circuits (semiconductor
chips), protection of undisciosed information {trade secrets), and control
of anticompetitive practices in contracts. The agreement also provides
recourse to the WTO's dispute settlemen{ mechanism, which allows
members to challenge the adherence of another member to the agreement.
To irnplement the WTO agreement, China will need to make additional
changes in its Jaws, some in the areas of copyrights and trademarks.
According to U.8. Trade Representative officials, such changes would
provide further protections to U.S. producers beyond those gained in
existing bilateral agreements,

The adequate protection of intellectual property rights in China has
consistently been a principal avea of concern for the United States. Since
1986, the United States has engaged China in discussions over intellectual
property rights protection and has signed bilateral agreements on such
rights in 1992, 1995, and 1996, These bilateral agreements have prompied
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China to make improvements in its laws governing intellectual property
rights protections. Despite these improvements in both laws and
enforcement, in 1999 the U.S. Trade Representative expressed concern that
Chinese penalties did not act as a deterrent and noted problems related to
trademark counterfeiting.

Standards and Regulatory
Measures

WTO working party members and China have made progress in negotiating
issues involving China’s use of standards and regulatory measures to
unfairly regulate trade, but some minor differences remain. Standards and
regulatory measures include rules governing how (1) imports and exports
are licensed, (2) standards and technical regulations are established,”

{3) health and safety protection measures are set {sanitary and
phytosanitary measures),® and (4) base values for applying customs duties
are set {customs valuation).? (See table 11.) Agreement has generally been
reached on most issues in this area, with additional woik needed to
determine how China will implement its commitments or standards and
technical regulations. Also, China must siill provide working party
members information regarding its standards and health and safety
measures, as agreed.

"Product standards may be voluntary, such as standards regulating the size of lead toputina

pencil or the ing of a particular environmental symbol on a product’s label;
or they can be mandatory, such as nutritional labeling requirements for food or safety
5 i i Such ds may also include specifications for the

terminology, s)n;\bois, packaging, marking, or labeling of a product, process, or production
method.

anitary and phy itaxy measures are designed to protect a country’s human, animal, or
plant life or health. The relevant WTO agreement allows members to maintain such
measures but requires that they be based on scientific principles.

“The WTO agreements alse cover how a product’s origin is determined (rules of origin) and
how shipments should be inspected prior to export {(preshiprment inspection).
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Table 11: Status of WTO Working Party N on and R y Measures

Status of

issue Provisions in WTO agreements that apply to all members Specific p for China Hati
{mpert and export Proceclures used for licensing, including autornatic and implement upon accession Agreement”
licensing® nonautomatic licgnsing, intended to be transparent and not

restrict trade unduly;
Developing countries permitted extra time 1o phase in some rules

Increase transparency and
tairnass of China’s licensing,
including additional notification
requirerents

d o ke iscriminatory, and based on increase fransparency of Sl under
technical regulations® internationat standards where they exist; existing and future measures  negotiation
Devetq:)mg t(:oc.mtries allowed time fo phase in some Ensure national treatment by
commitments regulators
Reform certain inspection
procedures and practices
Health and safety M o be based on ifi and, where imp upon A ©°
measures’ possible, international standards; . .
to accent other asequivalent B g e rational Standards
demonstrated to be so; whete they exist
Members to assess the tisks 1o human, animal, and plant e and  —— v -
health in seiting measures; Eliminale existing unfalr
Measures to be based on regicnal conditions; barriers
Devsioping countries allowsd time to phase in some rules
Customs valuation®  Intend that members use a fair, uniform, and neuiral system for  lmpk upen accession Ag g
vahé;{xg gfmds for custorns purposes based on commercial Amend taws to be consistent
prachices; with agreemert

Set guidelines to determine the vaiue of imports for charging
appropriate customs duties;

Developing countries generally allowed 5 years to implement
agreement; that is, by the year 2000

Eliminate WTO-prohibited
practices, such as basing
customs values on set
indmum prices

Hesolve specific vatuation

igsues on seriain products

*Unter the Agreemant on Import Licensing Procedures.

"Agreement in this area is subject 1o China and the WTO working party members reaching agréement
on the final text of the protocol and warking party reprl)rt,‘vqhicn may include drafting or revising

fanguage China's 1opics.
“Under the Agreement on Technical Barriers to Trade.
Under the A on the of Sanitary and Hary

“Under te Agreement on the bmplamentation of arlice VI of the General Agreement on Tariffs and
Trade, .

Source: GAQ analysis.
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In the past, China has used a variety of standards and regulatory measures
to limit imports into China, according to U.S. and private sector officials.
China maintains separate regulatory agencies—one for imports and one for
domestic products—that apply technical inspection standards.' The U.S.
Trade Representative has also noted that major problems have existed with
how China sets standards. For example, China’s standards (1) are not
transparent, (2) can differ for imports and domestic products, and (3) can
differ from international standards for no apparent reason. U.S. and other
foreign traders often have difficulty learning which of China’s product
standards apply to their goods. As a WT'O member, China would make
certain commitments not to use product standards or regulatory measures
to unfairly limit irports.

Compliance and Protection
Mechanisms

As a result of the November 1999 U.S.-Chinese agreement, significant
progress has been made regarding compliance and protection mechanisms
that would help WT'O members monitor and respond to China’s
implementation of its WTO commitments. China agreed to a 12-year,
product-specific safeguard; safeguard protection against surges in Chinese
textile imports until December 31, 2008; and provisions for mitigating the
unfair trade practices of dumping (selling below market value) and
subsidizing exports. Nevertheless, assuming the terms of the November
bilateral agreement are generally accepted by the other working party
members, some minor differences remain to be resolved. Negotiations will
continue over the issue of creating a mechanism to monitor China’s actions
during the transition period in which it implements its WT'O commitments
(see table 12).

*Under WTO rules, technical regulations refer to mandatory product standards, which
define product characteristics and their related processes and production methods,
i i i it ive provisions.

Page 38 GAO/NSIAD-00-142 World Trade Organization



145

Appendix 1
China’s World Trade Organization
Commitments

0

Table 12: Status of WTO Ky on Compli and P on in

Compliance Provisions in November 1999 U.S.-China

mechanism Status of WTO multilaterat negotiations bilateral agreement®

Product-specific Must finalize a provision to aliow WTO members to avail China agreed fo a product-specific safeguard

safeguard themselves of a safeguard process that would help regulate  based on an easier “market disruption” rather
import levels of specific products and guard against than “serfous injury” standard fora duration of
disruption of industries from surges of Chinese imports 12 years foliowing Ching's accession

Textile sateguard Must finalize a provision fo aliow WTO members to avail China agreed fo a tedile saleguard that would

themselves of a safeguard that would help regulate import  extend to 2008 (4 years beyond what is
{evels of textiles and apparet and guard against disruption of  otherwise permitted under WTO rules) provided
industries from surges of Chinese textile imports thatis st that the WTO member has a bilateral textile

under negotiation

agreement with China

Alternative Must finalize a provision to allow WTO members to avail China agreed to allow WTO members to use
thodologh fves of ive methodologies for d ining ernath hodalogie:
Chinese prices and subsidies in antidumping and for a duration of 18 years from actession for
countervailing duty cases that is still under negotiation . antidumping cases (provided that the WTO

member has market economy criteria in its laws
at the time of China's accession) and
permanently for countervailing duly cases

General safeguard

Ghina very strongly resists this proposed provision, which Not addwessed in bilateral agreement
would allow WTO members to syspend WTQ benefits to

¥ g -

China if Ching is not

”

T d review
mechanism

P
body to assess China’

about ishing a special review Not in bilateral
's compliance with terms of accession,

espacially with regard to scope of review and duration

*The working parly must agree 1o these p bilateral i and i them inthe
protocot and/or warking party repart together with any modifications.

Source: GAO analysis.

China has to make many reforms to comply with WTO rules, which are
designed for market-based economies. However, working party members,
including the United States, recognize the evolving nature of China’s
economy and that China will need some time to phase in some
commitments. At the same time, WT'O mermbers want to protect their
interests during this transitional period. As a result, the working party has
considered including special transitional mechanisms in China's accession
package to help monitor China’s implementation of its commitments and
safeguard their interests should China fail to live up to them. Special review
provisions and safeguards were included in the accession protocols of
some Eastern Buropean countries to the General Agreement on Tariffs and
Trade, including those of Poland, Hungary, and Romania. WTO rules
already allow members to use safegnards when subjected to or threatened
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by serious injury from imports of a particular product (or directly
competitive products);! however, these safeguard measures cannot target
specific countries—instead, they must be applied to products irrespective
of their source.

Similarly, the United States and other WTO members currently limit
imports of textiles and clothing through quotas under a WTO agreerment.
Imports from China are also limited on a bilateral basis. In 1997, China
exported $6 billion in textile and apparel products to the United States,
making it the largest exporter of such products in value terms.

Although a mechanism exists in the WTO to periodically review the trade
policies of each WT'O member, negotiators think the present “Trade Policy
Review Mechanism”—which was designed as a broad review of members’
trade regimes—is insufficient to oversee China’s progress in implementing
its accession commitments. Thus there have been proposals for creating a
“transitional review mechanism” to better allow WTO members to monitor
relevant changes in China.

Trade-distorting Industrial
Policies

There are differences remaining between members of the WTO working
party and China over China’s pursuit of policies that promote and direct
economic development in certain sectors while regulating others for social
and political reasons. Negotiations in this area have included China’s use of
(1) subsidies, (2) state trading enterprises, (3) price controls, and

(4) trade-related investment measures and other industrial policies.
Negotiations between China and the WTO working party will continue,
taking into account the bilateral progress made under the November 1999
U.8.—China agreement. In that agreement, China committed to implement
the WTO agreement on traderelated investment measures upon accession
and agreed to some provisions on investment requirements, subsidies, and
state trading enterprises (see table 13).

'Under the WTO Agreement on Safeguards, “serious injury” means a significant overall
impairment in the position of a domestic industry; “threat of serious injury” means a serious
injury that is clearly imminent.
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Table 13: Status of WIC

on China’s Trad orting Ind:

jal Policies

Provisions in November 1689 U.S.-China bilateral

I1ssue Status of WTO multilateral hegotiations agreement’
Subsidies China has agreed to eliminate "prohibited” subsidies, but Mot subject of biiateral agreement
negotiatiions continue over when some will be eliminated
Negotiations continue over what 1 dies WTQ memb China's e to state-owned enterprises will
will be able to use against China’s “acti id be considered “specific” and therefore
i jally subject to rvailing disty actions under
the WTO subsiegy agreement, WTO riembers maintain
the right to use alternative benchmarks for identifying
and measuring subsidies in countervailing duty
investigations
China will fully notify the WTO of all subsidies as defined by  Not subject of bilateral agreement
the WTO agreements, but most recent submission is not
consicered 1o be comprehensive
State trading  China will abide by existing WTO rules governing the Not subject of bilateral agresment
enterprises practices of state trading enterprises

Negotiations continue over the list of Chinese products that
will be subject to state trading and when some products wilt
be removed from the list

China will remove soybean off from state trading by 2006
and permit private trade in some additional oils.
Chemical fertilizer will be subject to state trading.”

Negotiations continue over proposed commitments that
Chinese stale trading enterprises will refrain from cerlain
export practices

Not subject of bilateral agreement

Negotiations continue over commitments that Chinese state
trading snterprises will refrain from certain import practices

Ching’s state-owned and state-invested enterprises will
make purchases and sales based on commercial
considerations

Trade-relatect

China has agreed to implement the WTO Agreement o

China agreed to implement the agreement on accession

investment Trade-related Investment Measures upon accession, which — and will not enforce contracts imposing such

maasures and  would elirninate laws, regulations, and policies requiring requirements. Also, China agress that imports or

other industrial  trade and foreign exchange balancing, local content, and investment will not be conditioned on local contert,

policies export performance requirements offsets, technology transfers, or other peformance
requirements.

Price conirols  China has agreed to generally allow pricss 1o be determined  Not subject of bilatera! agreement

by market forces, with negotiated exceptions tisted, and lo
end certain discriminatory price practices

China has tentativiey agreed to not extend price controls
beyond those listed, except “in exceptional circumstances,”
and to make “best efforts” to remove these contiols

Not subject of bilateral agreement

Negotiations continue on the list of products and services for
which China will be allowed to maintain price controls

Not subject of bilateral agreement

*The watking party must agree to these proposed commitments and incorporate them in the protacol
and/or working party repori tagather with any modifications. .

*In May 2000, China agreed to provide controlled access for chemical fertiizer imports through a
tarlif-rate quota, according ko U.S, Trade Representative officials. China's commitment would aliow

sume foreigners to privately import fertifizer

require any

who distribute or sell foreign fertilizer in China to purchase it from a Chinese state trading sompany.
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Fertilizer was the fourth jargest L).5. export to China in 1998, accounting for $1 billion, or 8 percent, of
U.S. sxports to China,

SBource: GAD analysis,

Specifically, while China has agreed fo eliminate certain subsidies
prohibited by the WTO agreements, Chinese and working party negotiators
must agree on which WTO trade remedies members can use against other
types of Chinese subsidies, if they are shown to adversely impact a
member. The negotiations on subsidies involve (1) how WTO members will
be able to apply the WT'O Agreement on Subsidies and Countervailing
Measures™ to Chinese subsidies and (2) listing specific subsidy programs.
The WTO agreement on subsidies categorizes subsidy programs into three
groups: {1} “prohibited” subsidies, which arve used to promote exports or
replace imports (import substitution); (2) “actionable” subsidies, which are
not used directly for export promotion or import replacement but which, if
they are shown to adversely impact another member, may be forced to be
rodified or removed; and (3) “nonactionable” subsidies for research and
development, disadvantaged regions, and adaptation of facilities to meet.
new environmental standards. The WTO subsidies agreement allows some
countries phaseout periods for prohibited subsidies” and narrows the
recourse to remedies members may take against some countries’
actionable subsidies." Working party members also seek more information
from China on its use of subsidies, both at the central and the local level.

¥Under the WI'O subsidies agreerent, subsidies include direct transfers of funds, forgone
government revenue (for exarmple, taxes), government-provided goods (free of charge), any
indirect provision of these benefits, or any form of income or price support.

"*Developing countries are granted 8 years from Januavy 1, 1895, to eliminate export
performance subsidies and 5 years to eliminate import substitution policies.

YZpecifically, the agreement reguires a higher level of proof to take an ac!mn agaxmt 2
developing country’s subsides and Bmits the ability of P
country subsidies that cause injury in a third countyy market.
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Similarly, China has made commitmerts to abide by existing WTO rules
governing governmeni-sanctioned enterprises (state trading) and regarding
its use of trade-related investment measures™ and price controls.
Nevertheless, it must reach agreement with working party members over
the final lists of products subject to price controls and state trading,® as
well as any other conunitments regarding state trading enterprises’ irport
or export practices. Notwithstanding these differences, in November 1999,
U.S. and Chinese negotiators reached bilateral agreement on defining what
constitutes subsidies for Chinas state-owned enterprises, on what
producis will be imported by China’s state trading enterprises, and that
various activities of state-owned and state-invested enterprises will, like
state trading enterprises, be based solely on commercial considerations
{without government influence.) They also agreed on when China will
discontinue WTO-prohibited practices that impose trade-related conditions
on foreign invesiments, as well as some other practices, including
technology transfer requirements.

EThese measures are government actions that constrain foreign investment and alter trade
by designating foreign firms’ export targets or by hiiting their access to imports for
production. Particular messures are prohibited by the WTO Agrepment on Trade-related
Investment Measures.

%China proposed to maintain import state trading for 8 product categories and export state
trading for 18 product categories (both to be listed in an annex to the protocol}. China
proposed import state trading for wheat, com, rice, vegetable oils, sugar, cotton, tobaeca,
chemical fertilizer, and crude and processed oil. China proposed export state trading for tez,
maize, soybeans, coal, sitk and unbleached silk, crude and refined ofl, several kinds of
cotton products, and a variety of tungsten and antimony products. In sddition, China has
agreed (v eliminate “designated trading,” which limits the right to trade in six products—
rubber, timber, plywood, wool, acrylic, and steel—to about 60-100 specific “designated”
companies. Restrictions on all products except steel will be eliminated after 3 years, at
which point all companies wonld have the right to trade in these products. Restrictions on
the right to trade steel products will be eliminated in 5 years.
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Foreign Currency
Reserves-related
Constraints on Trade

The WTO working party and China have differences to resolve over China’s
potential use of WTO provisions intended to assist countries duringa
serious decline in their foreign currency reserves, China had foreign
currency reserves in 1999 in excess of $150 billion, which are the second
largest in the world, Nevertheless, WI'O members are concerned that China
might someday use the provisions on balance of payments measures and
foreign exchange controls to regulate its imports and provide protection
for specific domestic industries. The WTO agreerments contain provisions
that allow countries to temporarily impose restrictions on imports or
access to foreign currency when faced with a deterioration of their
holdings of foreign currency reserves. These provisions are intended to
allow a country facing a serious decline in its monetary reserves to reduce
the demand for foreign currency and to allow reserves to accumulate ™
Restrictions on imports, known as “balance of payments measures,” reduce
domestic demand for foreign currency needed to purchase imports.
Restrictions on access to foreign currency, known as “foreign exchange
controls,” directly limit the supply of foreign currency but also indirectly
restrict imports since purchasers are not able to acquire foreign currency
to purchase goods.

Other Issues

Differences remain on a few miscellaneous fopics. For example, WTO
members have asked China to consider WI'O-related coramitments in the
areas of government procureraent and civil aircraft. These topics are both
covered by WTO “plurilateral” agreements, which WTO members can join if
they volunteer to do s0."* Some related progress was made on procurement
issues as part of the November 1999 U.S.-China. bilateral agreement.
Negotiators have only minor differences over the third miscellaneous topic
regarding the use of certain taxes and charges.

"The 1994 General Agreement on Tariffs and Trade recognizes the International Monetary
Fund as the institution entrusted with determining what constitutes a “serious decline in the
contracting party’s monetary reserves, a very low level of ifs monetary reserves ora
reasonable rate of increase in its monetary reserves,” for purposes of executing foreign
currency reserves-related policies.

SCurrently, 12 WTO k including the 15 bers of the Europ Union, have |
igations under the on Pr and 25 under the
Agreement on Trade in Civil Aiverafi.
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WTO merabers would like access to China's government procurement
market, which is potentially the largest in the world. China’s WTO
obligations granting market access and equal treatment generally do not
apply to goods and services procured by governiment agencies (for
government purposes),” China has not offered to join the Agreernent on
Government, Procurement, which has disciplines to make governmernt
purchasing decisions more transparent, fair, and open to foreign suppliers,
China has only recently published its laws regarding its governmuent
procurement, practices; seldom uses transparent and competitive bidding
procedures in its procurement; and is subject to widespread official
corruption, according to U.S. government reports. However, in the
November 1999 agreement, U.S. and Chinese negotiators agreed that
purchases by Chinese state-owned and state-invested enterprises would
not be considered to be government procurement under the WTO
agreements and therefore would not be exempt from WTO rules and
obligations. Furthermore, as previously mentioned, the Chinese agreed to
require that all state-owned enterprises and state-invested enterprises
rake purchases (and sales)} based on specified commercial considerations
and not based on the influence of the government.

WTO members have asked China to consider making eomnitments under
the plurilateral Agreement on Trade in Civil Aircraft, which seeks to
provide a comprehensive basis for free and fair trade in the aireraft sector.
China is a major producer and purchaser of aircrafi; in fact, aircraft
represent the nuraber one U.S. export to China. The agreement includes
tariff-cutting provisions, pricing guidelines, and disciplines on the use of
technology transfer requirements and cther offsets on foreign aircraft
suppliers and on using subsidies to support domestic producers. China has
not offered to join this agreement. Nevertheless, China made commitments
in the November 1099 agreement with the United States reducing tariffs
and eliminating quotas on related products. Furthermore, China's general
commitments broadening trading rights, imiting subsidies, and eliminating
government local content and export performance requirements, as well as
technology transfer and offset conditions on foreign investment (all of
which will be subject to dispute setilement,} will help address concerns in
this area.

®See articles T, XV1, and XVII of the General Agreement on Services, and article 1 of the
1994 General Agresment on Tariffs and Trade.

Page 45 GAQ/NSTAD-00-142 World Trade Organization



152

Appendix I
China's World Trade Organization
Commitments

Chinese and WTO working party negotiators have only minor differences to
negotiate concerning a third miscellaneous topic—the taxes and charges
that China imposes on imported and exported goods in addition to tariffs.
China and working party members are in agreement on most commitments
regulating China's use of taxes and other charges on trade, but they still
have to conclude negotiations on the list of products subject to export
duties. The WTO rules prohibit discriminating against certain products
with taxes and charges based on their national origin. China has made
commitments to conform its laws and to apply internal taxes and customs
fees and charges applied by national and subnational authorities to the
WTO requi Chings e« itments also include a prohibition against
using export duties unless they are in conformity with WTO rules, which
require them to be applied on a nondiscriminatory basis, or if they are
notified in an annex. China’s most recent proposal made in February 1997
has a list of 35 products primarily composed of metals and ores.

Page 46 GAO/NSIAD-00-142 World Trade Organization



153

) Appendix I

GAO Contact and Staff Acknowledgments

GAQO Contact Elizabeth Sirois, (202) 512-8988

Acknowledgments In addition to the name above, Adam R. Cowles, Richard Seldin, Tim
Wedding, Jane Li, and Rona Mendelsohn made key contributions fo this
report.

Page 47 GAO/NSIAD-0{-142 World Trade Organization



154

Related GAO Products

(711524)

World Trade Organization: China’s Membership Status and Normal Trade
Relations Issues (GAO/NSIAD-00-94, Mar. 17, 2000).

World Trade Organization: Status of China's Membership Negotiations
{GAO/C-NSIAD-99-9, Sept. 30, 1999).}

China Trade: WTO Membership and Most-Favored-Nation Status
(GAO/ENSIAD-98-209, June 17, 1998).

Agricultural Exports: US. Needs a More Integrated Approach to Address
Sanitary/Phytosanitary Issues (GAO/NSIAD-88-32, Dec. 11, 1897).

International Trade: Challenges and Opportunities for U.S. Businesses in
China (GAO/T-NSIAD-96-214, July 29, 1996).

U.S.-China Trade: Implementation of the 1992 Prison Labor Memorandum
of Understanding (GAO/GGD-05-108, Apr. 3, 1995).

U.5.-China Trade: Imple ion of Agr on Market Access and
Intellectual Property (GAO/GGD-95-61, Jan. 25, 1995).

International Trade: U.S. Government Policy Issues Affecting U.S. Business
Activities in China (GAG/GGD-94-94, May 4, 1994).

'This report had a national security classification of CONFIDENTIAL and is not available to
the general public but is available to Members of Congress and some U.S. govermuent
officials.

Page 48 GAOQ/NSIAD-00-142 World Trade Organization



155

Ordering Information

The first copy of each GAO report is free. Additional copies of
reports are $2 each. A check or money order should be made out to
the Superi 4 of 5. VISA and MasterCard credit
cards are accepted, also.

Orders for 100 or more copies to be mailed to a single address are
discounted 25 percent,

Orders by mail:

U.S. General Accounting Office
P.O. Box 37050

‘Washington, DC 20013

Orders by visiting:

Room 1100

700 4th St. NW (corner of 4th and G Sts. NW)
1.8, General Accounting Office

‘Washington, DC

Orders by phone:
(202) 512-6000

fax: (202) 512-6061
TDD (202) 512-2587

Eaeh day, GAO issues a list of newly available reports and
testimony. To receive facsimile copies of the daily list or any list
from the past 30 days, please call (202) 512-6000 using a touchtone
phore. A recorded menu will provide information on how to obtain
these lists.

Orders by Internet:

For information on how to access GAO reports on the Internet,
send an e-mail message with “info” in the body to:
info@www.gao.gov

or visit GAO’s World Wide Web home page at:

http//www.gao.gov

To Report Fraud,
Waste, or Abuse in
Federal Prograins

Contact one:

* Web site: http/Awww.gao.gov/frandnet/frandnet.htm
+ e-mail: fraudnet@gao.gov
+ 1-800-424-54564 (antomated answering system)

PRINTED ON Q% RECYCLED PAPER



156

Small and Medium-Sized

Businesses Speak Out
on Trade and Investment

with the
People’s Republic of China

Results of a Survey by the

U.8. Chamber of Commerce




157

This Project was Made Possible
by the Following Sponsors

and

Participating Organizations

Sponsors

Amway Corporation
The Boeing Company
Chrysler Corporation
Ford Motor Company

General Motors Corporation
Motorola, Inc.

Participating Organizations

Akron Regional Development Board
Alamance County Chamber of Commerce
Alexandria Chamber of Commerce

American Chamber of Commerce, Guangzhou
American Chamber of Commerce, Hong Kong
American Chamber of Commerce, Shanghai
Atlanta World Trade Center

Baltimore World Trade Center

Cedar Rapids Area Chamber of Commerce
GCharlotte Chamber of Commerce

Chautauqua County Industrial Development Agency
Chicago World Trade Center

Chicagoland Chamber of Commerce

Des Moines Chamber of Commerce

District of Columbia Chamber of Commerce
Greater Cinginnati Chamber of Commerce
Greater Dallas Chamber of Commerce
Greater Detroit Chamber of Commerce
Greater Hartford Chamber of Commerce
Greater Lynchburg Chamber of Commerce
Greater Oklahoma City Chamber of Commerce
Greater Philadelphia Chamber of Commerce
Greater Raleigh Chamber of Commerce
Greater San Diego Chamber of Commerce
Greater Wilmington Chamber of Commerce
Kansas Gity Area Chamber of Commerce
Kentucky World Trade Center

Las Vegas Ghamber of Commerce

Long Beach Area Chamber of Commerce

Los Angeles Area Chamber of Commerce

Louisville Area Chamber of Commerce

Metro Atlanta Chamber of Commerce

Metro Augusta Chamber of Commerce

Metro Tulsa Chamber of Commerce

Metro Vision, Economic Development Partnership
for New Orleans and the River Region

Montpelier Chamber of Commerce

New Orleans and the River Region Chamber of Commerce

New Orlsans World Trade Center

Pensacola Chamber of Commerce

Portland Metropolitan Chamber of Commerce
Providence Chamber of Commerce

Reidsville Chamber of Commerce

Sacramento Metropolitan Chamber of Commerce
St. Louis Chamber of Commerce

St. Louis World Trade Center

St. Paut Area Chamber of Commerce

Salem Area Chamber of Commerce

San Francisco Chamber of Commerce

San Jose Metropolitan Chamber of Commerce
Tacoma-Pierce County Chamber of Commerce

Texas Association of Business & Chambers of Commerce

Texas Coalition for U.S.-China Commercial Relations
Toledo Area Chamber of Gommerce

Toledo Area International Trade Association
Torrance Area Chamber of Commerce

Virginia World Trade Association



158

Small and Medium-Sized Businesses Speak Out

A MESSAGE FROM
WILLARD WORKMAN
mall and medium-sized businesses represent the bedrock of U.S. VICE PRESIDENT, INTERNATIONAL
Chamber membership. The U.S. Chamber of Commerce is the U.S. CHAMBER OF COMMERCE
world’s largest business federation, representing an underlying
membership of more than three million businesses and organizations of
every size, sector, and region. Thus, the U.S. Chamber is uniquely quali-
fied to reach out to small and medium-sized businesses in many industries
and locations and find out which issues are important to them.

In January 1997, the U.S. Chamber launched a multi-year education and
lobbying campaign to build domestic support for international trade.
Armed with its extensive grassroots network, the Chamber is drawing on
its state and local chamber of commerce affiliates as well as small and
medium-sized businesses to advocate specific policy issues. This year, we
will focus on the U.S.-China commercial relationship, fast-track trade
negotiating authority, trade finance, and economic sanctions.

As for U.S.-China relations in particular, the U.S. Chamber is committed

to:

» permanent and unconditional extension of Most Favored Nation
(MFN) trading status for China;

» China’s entry into the World Trade Organization (WTO) on
commercially viable terms; and

» removal of unilateral economic sanctions against China.

As part of its educating effort on China, the U.S. Chamber conducted a
nationwide survey of small and medium-sized companies exporting to
or investing in China. The primary objective was to determine the types
of small and medium-sized companies doing business in China, the fac-
tors contributing to the growing importance of the Chinese market, con-
straints that may decrease their business opportunities in China and the
impact of U.S. Government assistance and policies on their business.

Qver 200 companies responded to our survey. I want to take this opportu-
nity to thank them for responding to the survey, and to acknowledge the
contributions of the 57 participating organizations that helped facilitate
survey distribution.

The U.S. Chamber is pleased to be able to present the findings of this Report Prepared By:
important project, which demonstrates that small business has a big stake Myron Brilliant
in the development of market opportunities in China. Director, Trade Policy
Asian Affairs
Leslie Griffin

Deputy Director,
China Project
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EXECUTIVE
SUMMARY

BACKGROUND

» Survey launched in February 1997.

» Survey distributed to small and medium-sized companies only.

» Responding companies are members of the U.S. Chamber’s Grassroots Action Information Network
{GAIN), as well as 57 participating state and local chambers of commerce, world trade centers, and
American Chambers of Commerce abroad.

FINDING:
U.S.-China trade is not the exclusive province of large multinational companies;
small business has a big stake in China.

» Over 200 small businesses responded to the survey.

» Nearly 50% of surveys came from companies with fewer than 50 employees.

» Corporate presidents and vice presid, P d the majority of survey respondents.

» Respondents represented a variety of industries. Manufacturing companies (45%) made up the largest
share of respondents, followed by companies in the service (16%) and agricultural sectors (14%).

FINDING:
Small business has a long-term and optimistic view of the China market.

» Fifty percent of the responding companies had more than five years of experience in the China market.
» Over two-thirds of the companies rated their experience in China as successful.

FINDING:
Small businesses are driven to the Chinese market by considerations similar to those
of multinationals.

» The size and huge potential for growth of the Chinese market was cited as the most important factor in
deciding to export to or invest in China.

» Other important factors included the growing openness of the Chinese market, greater predictability of
government decision-making, the strength of foreign or local competition, and the level of political risk.

» The state of U.S.-China relations was cited as a key factor in the confidence of companies to do business
in China. The survey confirmed that companies are adversely affected by the annual debates on whether
to renew China’s Most Favored Nation trade status.

FINDING:
Despite the market potential, China remains a challenging place for small business;
the survey confirms small business has a stake in China’s WI'Q accession.

» Inconsistent rules and regulations and poor contract enforcement were cited as key constraints to doing
business in China.

» Survey also found lack of transparency, level of tariffs, import-licensing requirements, poor currency
convertibility, inadequate protection of intellectual property rights, and discriminatory Chinese govern-
ment policies are impediments.

FINDING:

The survey confirms small and medium-sized companies utilize U.S. Government export-related
services, but also reveals that U.S. Government policies can have a negative impact on the ability
of these companies to do business in China.

» About 60% of responding companies have used the services of the U.S. Department of Commerce and/or
American embassies abroad.

» About 33% have used Export-Import Bank programs.

» Fifteen percent cited restrictions on export finance as adversely affecting their ability to do business in
China.

» Ten percent of companies, mostly in the high technology area, reported U.S. export controls had adversely
impacted their companies.

®1997 U.S. Chamber of Commerce
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T Pebruary 1997, the U.5. Chamber launched a nationwide survey of smali and medi- INTRODUCTION
um-sized companies exporting to or investing in the People’s Republic of China. The

objectives were to determine: (1) the types of small and medium-sized companies doing

business in the People’s Republic of China, (2) the factors influencing these companies

to export to or invest in that market, and (3) the type and level of constraints on trade and

investment faced by these companies in China.

The survey was sent to smatl and medinm-sized companies selected from the U.S.
Chamber’s Grassroots Action Information Network (GAIN). In addition, the survey was
distributed to state and local chambers of comumerce, world trade centers in the United
States, and five American Chambers of C ce abroad, many of which distributed
the survey to their member companies and notified their membership of this undertaking.

Small businesses in a variety of industries, expotting a wide range of products and
investing in various ways in the China market, responded to the survey and made known
the factors influencing their business decision-making and the constraints on theit busi-
ness they would like to see removed. Addressing those problem areas would also open
up market opportunities for small and medium-sized companies not presently exporting
10 or investing in China

FINDING:

U.S.~China trade is not the exclusive
province of lerge multinational
companies; small business has

a big stake in China.

The U.S.~-China economic relationship is the single-most important bilateral relationship BACKGROUND
facing the U.S. business corumunity as it approaches the twenty-first century. Realizing

this fuct, the U.S. Chamber of Commerce is comritted to building support for full nor-

malization of the U.S.-China commercial relationship. The U.S. Chamber’s China

Project has three major goals:

» securing permanent and unconditional extension of Most Favored Nation
(MFN) trading status for China;

» ensuring China’s entry into the World Trade Organization (WTO) on com-
mercially viable terms; and

» removing unilateral economic sanctions imposed on China.

These goals are critical if U.S. business is to fuily capitalize on China’s enormous market
opportunities. Exports to China in 1996 totaled over $12 billion and hundreds of thou-
sands of Americans owe their jobs to U.S. trade with China. Permanent and uncondi-
tional extension of MFN trading status for China is part of the longer-term goal of a sta-
ble U.S.-China commercial framework that opens markets for U.S. exports, generates
more jobs for American workers, and supperts posit Ve steps towyard a more open China.
U.S. economic sanctions on China seriously harm U.S. workers,cénsurners, and such
high indusiries as chemicals, electronics, agriculture, telecommunications, power
generation, petroleum, and asrospace.

*1997 U.8. Chamber of Commerce 1
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“Clearly, this survey at the grassroots
level verifies that small and medium-
sized businesses have much to gain
from the continued elimination of
trade barriers in China. The interest
of U.S. workers and U.S. companies
of all sizes will be served when China
joins the World Trade Organization
and agrees to abide by a comprehen-
sive set of fair trade rufes.”

— Representative Phil Crane (R-IL)
Chairman, Subcommittee on Trade,
House Ways and Means Committee

U.S. companies of all sizes have a vital stake in the current negotiations between China
and the United States (and other countries) to join the WTO. The terms of China’s WTO
accession will dictate the extent of trade policy reforms and the pace at which market
barriers will fall within China. These negotiations represent our most important opportu-
nity to secure strong multilateral disciplines on one of the world’s fastest growing
nations.

The U.S. Chamber supports China’s accession to the WTO, but only if it agrees to
adhere to the market principles assumed of all WTO/GATT signatories. China must
commit to core WTO principles such as national treatment, non-discrimination, trans-
parency, rule of law, protection of intellectual property rights, binding dispute settle-
ment, judicial review and adherence to state trading and subsidy disciplines. China must
also agree to take steps which ensure U.S. market access to China’s growing market in
agriculture, goods and services.

The U.S. Chamber’s survey gave businesses the chance to speak out at an opportune
time. As the public debate on U.S.-China policy and on China’s MFN status continues
and as negotiations proceed on China’s accession to the WTO, we ask the U.S. Congress
and the Administration to consider the interests and stake of small and medium-sized
companies in a stable and healthy U.S.-China commercial relationship.

THE SURVEY

Companies were first asked to provide some very general information about themselves,
noting, for example, their industry, size, and the length and nature of their experiences in
China. Following this introduction, there were three main sections to the survey.

The first substantive section asked companies to identify factors contributing to their
own company’s decision to export to or invest in China. Assessing a list of 12 factors,
companies assigned a weight to each, with 5 being “very important” and 1 being “not a
factor.” An optional comments space gave companies the chance to point out other deci-
sion-making factors.

The second section of the survey dealt with challenges faced by U.S. companies doing
business in China. Companies were asked to assign a weight to 18 separate impediments
to doing business in China, with 5 again being “very important” and 1 being “not a fac-
tor.”

The third section of the survey asked companies if they had used the export-related ser-
vices or any assistance provided by 14 listed U.S. Government organizations.
Companies noted which services they received and whether they were used to help them
enter the China market. Finally, companies were asked if they had experienced any dif-
ficulties with U.S. export controls or export finance. If they had, they could describe the
nature of those difficulties.

©1997 U.S. Chamber of Commerce



Who Were the Survey Participants?

Two hundred and fifteen small and medium-sized businesses responded
1o the survey. Nearly 50% of the surveys analyzed in this report came
from companies with fewer than 50 employees. Most of the survey
responses came from corporate presidents or vice presidents.

The companies represented a variety of industries, with manufacturing
companies making up the largest share at almost 45% of survey
respondents. Service companies made up the next fargest industry
group at nearly 16% and companies in the agricultural sector made up
about 14%. Some companies fell under more than one industry gronp
and there was a large “other” category. The large number of responses
in this category is not surprising given the typical diversity of small
business activities.

Exports to China reported in the survey were enormonsly varied, from
feed ingredients for livestock to disposable medical products (o sorap
metals. Just over 55% of responding companies presently export to
China. Of those that do, about 22% listed the value of their annual
export sales to China as over $2 million, while 40% listed the value as
under $100,000. Of the companies that were not at present exporting
to China, 71% were exploring market opportunities.

Thirty-four percent of all responding companies identified themselves
as investors in China. The type of investment varied. While 33% of
those that characterized themselves as investors had representative
offices, many had established equity joint ventures or cooperative joint
venptures.

©1997 U.S. Chamber of Commerce
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FINDING:
Small business has a long-term and
optimistic view of the Ching market,

Top Factors Driving Decision
to Export to or Invest in China

5 = very important, 1= nct 3 facior
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of Ching’s domestic market..........4.36

Openness of Ghina's market.............3.35

Predictabifity of government
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Strength of foreign or local
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mali Medium-Sized Businesses Speak

The level of experience of responding companies in the China market was
somewhat surprising.  Approximately 50% of the respondents had been
conducting business in China for over five years. Twenty-eight percent
had been doing so for more than 10 years, and 22% between 3 and 10
years. Newcomers to China business were in the minority; just under
20% had less than 2 years experience in China. The results of the survey
counter the perception of many that small and medium-sized businesses
do not have a long-term commitment to China.

Of those companies responding to the survey, most had positive feedback
to offer in terms of their experience of doing business in China. Over
two-thirds of the companies rated their experience as very successful or

_ somewhat successful. Only a handful (3%) rated their experience in

China as very unsuccessful.

Factors in Exporting or Investing:
Size of China market drives decision to export or invest,

According to the U.S. companies responding to the survey, certain key factors make
China an attractive market, The size and huge potential for growth of China's domestic
market was clearly cited as the single most important factor in the decision to export 10
or invest in China. Small and medium-sized businesses are also sager to take advantage
of the opportunities presented by China’s emerging marketplace. As one company offi-
cial wrote, “We feel the world is getting closer and smatler. Therefore, international
involvement in business is key to the futare. China is the largest overseas market avail-
able to us 1o increase our sales and to create a global presence.” Another company offi-
cial pointed out that China was “a developing country. . . in great peed of afl industries
related to power,” needs that American firms, rather than other countries’ firms, should
sutisfy. Still another company wanied to benefit from “g strong and growing desire for
Western brands” in China.

The responses to the survey suggested that some U.S. companies were attracted 1o the
market because of the incrcasing pace of economic reform and liberalization. Compa-
sies eited as important factors for doing business: the growing openness of the Chinese
market, greater predictability of government decision-making, strength of foreign or
Jocal competition, and leve! of political risk.

4 °19897 U.8. Chamber of Commerce
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Small and Medium-Sized Businesses Speak

Almost a third of the responding companies took the opportunity to add comments to this
section or identify other factors in their decision-making process. Significantly, a num-
ber of the companies noted that the state of U.S.-China relations was a factor in their
decision to export to or invest in China. One company official said, “U.S. Government’s
inconsistent policies towards China are the problem.” Another called for “constructive
U.S.-China relations.” These responses and other similar ones highlight the fact that
the confidence of small and medium-sized U.S. companies in doing business in China is
adversely affected by the annual debates on whether to renew China’s MFN trade status.

The Challenges Faced by U.S. Businesses:

I rules and regulations, poor contract enforcement are key constraints.

China’s rapid development and economic growth provide opportunities for U.S. compa-
nies of all sizes. The survey confirmed that China has to continue to take steps to liberal-
ize its trade regime and encourage foreign investment. Despite China’s market potential,
the survey confirmed that China remains a challenging place to do business.

When asked to identify the challenges faced by their companies in doing business in
China, the company officials commonly cited China’s inconsistency in applying rules
and regulations and problems with enforcing contracts as the key constraints on their
business. While some responses pointed to company-specific or industry-specific con-
cerns, these itemns crossed industry lines and can be seen as priorities for the small and
medium-sized business community.

Companies also identified a number of other key constraints. These included lack of
transparency (i.e., disclosure of trade laws, regulations, and policies), poor currency con-
vertibility, import-licensing requirements, the level of tariffs in their product sector, lack
of protection of intellectual property rights, and government policies that favor Chinese
entities and discriminate against imports.

The challenges noted above are aimong the critically important commitments China must
make before the U.S. Chamber can support China’s accession into the World Trade
Organization. Many of these challenges could be addressed if China were bound by
WTO disciplines. Moreover, WTO membership would increase the pressure on China to
abide by international rules of conduct.

U.S. Government Programs Help Small and Medium-Sized
Firms Compete

Company officials provided a look at corporate use of U.S., (%gvemmem export-related
services and assistance offered by U.S. Government agericies. Requggqiqg con:npanies
were not limited to identifying government services used in China. The survey thus
offers insight into the types of services that might be used in entering the China market.
About 66% of companies used at least one form of U.S. Government assistance in con-
ducting business abroad, with 50% tsing two or more government services. The U.S.
Government resources most frequently used by responding companies were the U.S.
Department of Commerce and American embassies abroad. Companies indicated that
they received market information as well as networking contacts from these sources.

FINDING:

Small businesses are driven to the
Chinese market by considerations similar
to those of multinationals.

Top Challenges Faced by
U.S. Companies Doing
Business in China

5 =very important, 1 = not a factor

Inconsistency in applying rules
and regulations ............ccoeeeecuune 3.95

Difficulties in enforcing contracts
Lack of transparency ..

Poor currency converti
Import licensing requirements .......... 3.51
................ 3.45

Lack of protection for intellectual
property fights ..o 3.44

Government policies that favor
Chiness entities

Level of tariffs

FINDING:

Despite the market potential, China
remains a challenging place for small
business; the survey confirms small
business has a stake in

China’s WI'O accession.
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“One of our highest priorities at the
Department of Commerce is to assist
small and medium-sized U.S. companies
as they compete for export opportunities
throughout the worfd. Department of
Commerce-sponsored services and pro-
grams help companies of all sizes gain a
foothold in new markets and increase their
presence in existing markets around the
globe. We are committed to continuing
our work with small and medium-sized
business, and to step up our efforts so
that these companies reap the benefits of
China’s rapidly growing economy and
increased consumer demand for goods
and services.”

— William Daley, Secretary of Commerce
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Use of U.S. Government
Assistance

0.9%
8.6%
2.8%
2.0%

Department of Commerce ..
American embassies abroad .
Export-Import Bank ...
1.S. & Foreign Commercial Service
Department of State ...
Depariment of Agriculturs
Office of the U.S. Trade
Representative
Small Business Administration
Agency for International
Development
Trade and Development Agenc;
Overseas Private Investment Gor
Department of Transpartation
Department of Energy...
Depariment of Treasury
Other

Note: Percentages do not add up to 100% as compa-
nigs could choose more than one response.

“This survey underscores the need
for the Bureau of Export Administra-
tion to continue fo work with smalf
and medium-sized businesses —
particularly in high tech fields.”

— William A. Reinsch, Undersecretary
of Commerce for Export Administration

“Ex-Im Bank has one mission: to
finance U.S. exports that help the
private sector create and sustain
American jobs. Smalf and medium-
sized businesses comprise 81 per-
cent of our customer base. We are
pleased that our programs are help-
ing U.S. companies compete and win
in the global marketplace.”

— Dr. Rita Rodriguez, Acting President and Chairman
of the Export-Import Bank of the United States

The Export-Import Bank (Ex-Im Bank), which provides a range of loans, guarantees, and
insurance to U.S. companies exporting to China, was also identified by many companies.
Ex-Im Bank has come under criticism in some corners as only helping big business,
However, about a third of the small and medium-sized companies responding to the sur-
vey took advantage of Ex-Im Bank loans or guarantees in conducting business abroad.

In this section, companies were also asked to comment on whether U.S. export controls
affected their business dealings in China. By their nature, U.S. export controls place
restrictions on the ability of U.S. companies to export certain high technology goods and
technologies abroad. Thus, it is not surprising when U.S. companies express concerns
about the negative impact of export controls on U.S. sales to China. Ten percent of the
companies reported problems with export controls. U.S. manufacturers of high-technol-
ogy products, such as supplies to China’s nuclear power industry, equipment for chemi-
cal plants, and computer hardware and software for test and measurement and industrial
control, were among those reporting that export controls limited their ability to sell in
China.

“Exporting basic chemicals (is) difficult,” said one company official, “(and) supplying
China’s nuclear power industry is restricted.” Another company official said, “nuclear
power plant training simulators are not allowed to be exported due to (the) June 4, 1989
political problem! 1t is (a) non-nuclear related issue . .. I”

Similarly, 15% of company respondents indicated they had encountered problems with
export finance. Restrictions on U.S. Government financing for trade with and invest-
ment in China put U.S. companies at a disadvantage relative to companies from other
countrigs who receive far greater support. Since 1989, the U.S. Government has prohib-
ited the Overseas Private Investment Corporation {OPIC) and the U.S. Trade and
Development Agency (TDA) from operating in China. These programs are designed to
assist U.S. firms operating abroad. Restricting OPIC and TDA hurts U.S. companies, and
many company officials noted that they use these programs in other countries as part of
their market eniry strategy.

Unlike OPIC and TDA, Ex-Im Bank continued its lending programs to China after 1989.
A significant number of companies reported using Ex-Im Bank programs; however,
many of them suggested that Ex-Im Bank could be doing more to support U.S. business
activities in China. One company official pointed out that “the U.S. Export-Import
Bank only works with four sovereign banks in China. This has disabled the exports of
small and medium-sized business to China.” Another complained that competitors from
Europe have access to “soft loans™ while U.S. companies are charged commercial rates
by Ex-Im Bank.

Some companies took the opportunity to praise Ex-Im Bank services. One company
official said, “(The) availability of Ex-Im-based insurance to cover political risk was
helpful in being more aggressive in pursuing business.” Another said, “(An) Ex-Im
working capital guarantee is perhaps the main reason we were able to survive in China
over the early years back to 1984.”

FINDING:

The survey confirms small and medium-sized companies utilize U.S.
Government export-related services, but also reveals that U.S.
Government policies can have a negative impact on the ability of
these companies to do business in China.

6 #1997 U.S. Chamber of Commerce
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Small and medium-sized businesses provide a unique and valuable perspective on U.S.-
China trade issues. Companies responding to the survey expressed a strong interest in
the enormous China market and a desire to satisfy China’s tremendous infrastructure
needs.

The companies recognize that U.S.-China relations can impact the business climate
favorably or unfavorably, and their survey responses advocate stable U.S.-China rela-
tions. Divisive annual debates over China’s policies create an uncertain and thus harm-
ful atmosphere for small and medium-sized businesses.

The survey responses confirmed that China’s entry into the WTO is of critical impor-
tance to small and medium-sized businesses. The U.S. Chamber fully supports China’s
accession to the WTO, but only under commercially viable terms, including adherence to
core WTO principles. As negotiations continue on China’s accession to the WTO, the
challenges faced by responding companies can serve as a benchmark for assessing the
proceedings. In particular, companies identified China’s inconsistency in applying rules
and regulations and problems with contract enforcement as major impediments. Other
important constraints faced by responding companies included the lack of transparency
(i.e., disclosure of trade laws, regulations, and policies), poor currency convertibility,
import-licensing requirements, the level of tariffs in their product area, lack of protection
of intellectual property rights, and government policies that favor Chinese entities. If the
issues identified by responding companies are addressed in the accession process,
China’s entry into the WTO will have a positive impact on the extent to which small and
medium-sized companies realize the business opportunities associated with China’s eco-
nomic growth and development.

Finally, the survey revealed that small and medium-sized companies take advantage of a
number of U.S. Government export-related services. The U.S. Department.of Commerce
and American embassies abroad are most frequently used, serving as a source for market
information and networking contacts. The survey also revealed, however, that U.S.
Government policies can have a detrimental impact on the ability of U.S. companies to
do business in China. About 10% of responding companies have encountered difficul-
ties with U.S. export controls. In addition, 15% of the companies had encountered diffi-
culties obtaining export finance. As the survey revealed, small and medium-sized com-
panies have a stake in whether U.S. Government finance programs are effective and ade-
quately funded.

In sum, both the United States and China should take steps to ensure that U.S. business
can take full advantage of the enormous China market. Small and medium-sized compa-
nies clearly have a stake in a normalized U.S.-China commercial relationship predicated
on permanent MFN and China’s enry into the WTO on commercially viable terms.

1997 U.S. Chamber of Commerce 7

SURVEY
CONCLUSIONS

“This survey shows that Most
Favored Nation trade status for China
is not just about large corporations.
It impacts smalf and medium-sized
exporters across this nation, who
have a big stake in the stability of
U.8.-China relations.”

— Representative Jim Kolbe (R-AZ)

“From Main Street to Wall Street, the
U.S.-China relationship is the single
most important bilateral relationship
for the next thirty years. Those who
would advocate a destabilization of
normal trading status with China
must ask if such a drastic action
would advance or reverse U.S. inter-
ests. In my opinion, the answer is
clear — it would place the relation-
ship in jeopardy if not peril.”

— Representative Robert Matsui (D-CA)
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The Faces of Trade:
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A Message from Thomas J. Donohue

Chambers for China Trade Coalition
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The fact of the matter is that trade helps America grow. Most businesses—small and
large—know this. The challenge is to make sure that Washington and the rest of the
country do too. To that end, the U.S. Chamber of Commerce has launched a five-point
grassroots campaign that will help restore a winning trade coalition in the U.S.
Congress and stop the anti-trade protectionism.

In 2000, there is no more critical trade issue than permanent normal trade relations
{PNTR) with China. The TradeRoots China 2000 program is focused en securing the
swift passage of this legislation. “The U.S.-China trade deal is a landmark opportunity
to open up China’s vast market to American companies of all sizes, while ensuring that
China ahides by international rules and regulations,” said Tom Donohue, President and
CEO of the U.S. Chamber of Commerce. PNTR is necessary to bring home the benefits
of this unprecedented agreement.

The TradeRoots program’s goals are:

» To share up and sustain pro-trade coalitions at the grassroots level in 66 congres-
sional districts in 27:states to work for swift passage of China PNTR and other vital
trade initiatives;

To identify and mobilize community leaders as pro-trade advocates in each district;

To partner with the governor of each state to communicate the local benefits of
trade;

To tell our success stories through local media, using a vigorous communications
campaign; and,

To establish a one-stop information resource on trade—on the web and off the
web—for everything from state and local trade statistics to success stories.

For more information ahout the TradeRoots program contact Leslie Schweitzer, Senior
Trade Advisor, at {202) 463-5511, or visit the TradeRoots web site at: www.trad org.
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A Message from Thomas J. Donohue
President and €EO, U.S:Chamber of Commerce

The U.S. Chamber of Commerce is pleased to present this report on behalf of small and
medium-sized businesses across the United States, which are finding success in internation-
al markets in increasing numbers. Many U.S. small companies are setting their sights on the
China market, and this report highlights both their challenges and their successes. Because
small business makes up the vast majority of our membership, the U.S. Chamber is uniquely
positioned to share these stories.

Opportunities for American business will skyrocket after China enters the World Trade
Drganization {WTQ}. For decades, China has remained isolated from the rest of the world.
China now permits commerce, but with strict cantrols. Entry into the WT0 will change all
that. By agreeing to abide by international trade rules, China will open its markets to the out-
side world as never before.

Small and medium-sized businesses will be among the big winners of market-opening in
China. The companies profiled in this report are already taking advantage of the countless
opportunities in the Chinese market. Thay are succeeding because of their perseverance
and their entrepraneurial nature. Their horizon could soan be expanded tremendously ance
China joins the WTO.

Members of Cangress are preparing 1o vote on legislation that would normalize trade rela-
tions with China on a permanent basis. For the last 20 years, Congress has voted on an
annual basis to keep U.S. markets open to China. Now, the United States has the chance to
gain unprecedented access to China's market of approximately 1.3 billion peopls. All it has to
do is extend to China permanent normal trade relations (PNTR), which is the same commer-
cial treatment we extend to almost every other country in the world.

American businesses of all sizes will watch the PNTR vote closely. Extending PNTR will
allow American companies to take advantage of the market-opening measures China agreed
1o in its bid to join the WTO. Without PNTR, China would stil! join the WTO, but our competi-
tors in Europe, Asia and elsewhere would be the heneficiaries of China’s major concessions.
By cantrast, a vote for PNTR will strengthen engagement with China, enhance our national
security, and better enable us to address human rights and ather vital issues.

| would like to thank the small business owners wha toak part in this project. They represent
a much larger group of entrepreneurs who are increasingly responsibie for the growth in
U.S. trade. Given the Impact that China PNTR will have on American businesses of all sizes,
it is litile wonder that so many have called the vote on China PNTR the most important trade
vote of our generation.

Thomas J. Donchue
President and CEQ, U.S. Chamber of Commerce
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Development » Shawnee (OK) Economic Development Corp. « Stillwater {OK) Chamber of Commerce « The State Chamber-
Oklahoma’s Association of Business and Industry + Yale (0K} Chamber of Commerce » Yukon {OK) Chamber of Commerce » Pacific
Northwest international Trade Association {OR} » Salem {OR) Chamber of Commerce » Delaware {PA) County Chamber of Commerce
« Erie {PA) Area Chamber of Commerce » Pennsylvania Chamber of Business & Industry « Lancaster {PA) Chamber of Commerce &
Industry » York (PA) County Chamber of Commerce » Greater Providence (RI) Chamber of Commerce ¢ Charleston (SC) Metro
Chamber of Commerce « Joint Ecanomic & Community Development Board of Wilson County (TN) « Memphis Area Chamber of
Commerce « Tennessee Association of Business « Garland {TX) Chamber of Commerce » Greater Dallas Chamber of Commerce
Greater Houston Partnership + Harker Heights (TX) Chamber of Commerce « Houston West Chamber of Commerce * Temple
Chamber of Commerce  Texas Association of Business & Chambers of Commerce » Tyler (TX) Chamber of Commerce * Provo-Orem
{UT) Chamber of Commerce » Virginia Chamber of Commerce « Association of Washington Business « Bellevue (WA] Chamber of
Commerce « Greater Seattle Chamber of Commerce  Evereit Area (WA) Chamber of Commerce » Tacoma-Pierce County (WA)
Chamber of Gommerce * The Kent Chamber (WA] « Tri-City Area (WA) Chamber of Commerce  Spokane (WA} Chamber of
Commerce » Metro Milwaukee (WI) Chamber of Cammerce » Wisconsin Manufacturers & Commerce




ACTS Testing Labs, inc.
Buffalo, New York

Kevin 0'Brien, President
http://www.actstesting.com

Industry: Services
Number of U.S. Employees: 201 in New York,
Illinois, New Jersey, Florida, and California.
Maijor Services Provided: Testing, inspection, and
consulting services to the consumer product

industry
Years of Involvement in China: 12

gcgs‘u's\ring yLahks, Inc. Kingebury fnc, ACTS Testing Labs provides services to numerous
ufelo, Now Yor adelphia, Fennsylvana retailers and manufacturers of toys, textiles, promotional
Baltimore Aircoil Gompany The Magnetizer Group, Inc. A ; L
Baltimore, Maryland Fountainville, Pennsylvania premiums, and electronics. Active in China since 1988,
Eearb Paw “I;llll_nber Corp. gnarsc;:. Cnl’&om(iur;‘ the company offers technical assistance to Chinese
. Jt ton, it . . . .
t:rve sur;; I amlE ND:-JQ l:np asz:c ssetts firms in an effort to raise quality standards of locally
opes-Vulcan, Inc. ational Forge Company S .
Lake City, Pennsylvania Irvine, Pennsylvania manufactured products and offer the timeliness of deliv-
Curtis Instruments, Inc, Olson Techologies, Inc. ery that is required in the United States, Furape, and
Mit. Kisco, New York Allentown, Pennsylvania other key markets
Ellicott International Oxygen Generating Systems, lnc. Y :
Baltimore, Maryland Niagara Falls, New York
on Tradirgﬁ pam.e:ls, Lk:d. gs.l-lchina :m{uslrial ACTS tests and inspects products that are made in China
agrangeville, New Yor xchange, Inc. - p -
H:emim: c:;:m“n" Bethosds Maryland to ensure compliance with government regulations and 5
Braintree, Massachusetts Wayne Flectronics, Inc. assess quality and performance. These products are
Keystone Veneers, Inc. Jamaica, New York then shipped to the United States, Europe and other

Wil 1T, P ;
liamsport, Ponnsytvanta locations around the world.

Major Exports—Fast Region Permanent normal trade relations status with China will
ensure that tariffs remain low on the range of products
that American consumers purchase from China: low-cost
Chemical Products apparel, footwear, radios, toys, sporting goods equipment,
and consumer electronics, “Failure to extend permanent
normal trade relations (PNTR} with China would have a
strong negative impact on ACTS' business, our clients,
Electric and Electronic Equipment and the entire consumer product industry. ACTS would
definitely lose business to competition based in Europe

- and Asia. PNTR also guarantees that U.S. con-
“This Administration has wovked hard to'break down bartiers to sumers can continue to enjoy a variety of low-cost,
trade with Chitia for U.S. companies of all sizes, and the workers they: quality goods,” says William Maggio, Jr., Director of
employ. The impact of China’s-entry into the WTO and permanent Business Development for ACTS.
norinal trade relations:statusion smallexr companies is not often

understood: This U:S: Chamber réport puts:ahuman face on the

Industrial Machinery and Computers

Transportation Equipment

Food Products

small business story.”

~William Daley, U.S:Secretary’of Commerce



Baltimore Aircoil Company
Baltimore, Maryland

Matt McKenna, President
http://www.BaltimoreAircoil.com

Industry: Air conditioning, refrigeration and
industrial process cooling

Number of U.S. Employees: 1,200 in Maryland,
Delaware, California, and [llinois

Major Products Sold to China: Cooling towers,
ice thermal storage, evaporative condensers

Years of Involvement in China: 5

Export Sales to China as a Percentage of Total
Gross Sales: Approximately 3%

Baltimore Aircoil Company sells air conditioning and
refrigeration products for use in commercial buildings
and refrigeration plants. The company entered the China
market about 5 years ago, and invested time and energy
into building a successful business. Today, Baltimore
Aircail has a direct office in Beijing, representative
offices in Shanghai, Beijing and Hong Kong, and a joint
venture factory in Dalian. The company successfully lab-
bied China’s national Electric Power Bureau, as well as
local bureaus in Beijing, Shanghai, and Hangzhou, and
convinced the government to offer incentives to users of
Baltimore Aircoil’s energy-saving products.

Baltimore Aircoil's biggest challenge in China comes
fram local competitors that produce inferior products
that can be sold at a lower price. The company's prod-
ucts are sometimes twice as expensive as local substi-
tutes, making it essential for this mid-size Maryland com-
pany to stress the high quality, better efficiency and reli-
ability of its goods.

John Lau, China Market Manager, emphasizes the

importance to Baltimare Aircoil of Congressional pas-

sage of permanent normal trade relations (PNTR) with

China. “We would be hurt a great deal without PNTR.
Our company is a net exporter. We
do not import goods from China.
This PNTR vote means millions of
dollars in sales to Baltimore Aircoil
and continued job opportunities
for its employees.”

8- “Congressmust inderstand that
sinall' businesseslike ours areboth
‘pro-business and pro-fabor!'A vote
for PNTRis a vote for small business:
andlabor”

—DennisE. Keaten, President & CEO;

Bear:Paw: LumberCorp:

Bear Paw Lumber Corp.
Fryeburg, Maine

Dennis E. Keaten, President & CEQ
http://www.bearpawlumber.com

Industry: Forest Products

Number of U.S. Employees: 45

Major Product Sold to China: Kiln-dried
hardwood lumber

Years of Involvement in China: Over 13 years

Winner of the Maine State Small Business Administration
Exporter of the Year Award for 2000, Bear Paw Lumber
Corp. is a manufacturer and exporter of northern and
Appalachian hardwoods. Headguartered in southwest-
ern Maine, the company owns or controls operations in
five states and Quebec, Canada.

Bear Paw Lumber began exporting to China in 1988.
While trade with China represents a small portion of the
campany's total business, it is noteworthy that a small
independent lumber mill has successfully conducted reg-
ular trade with China.

Bear Paw Lumber cites persistence and sustained activi-
ty in the global marketplace as its key to

Though it often faces competition from companies in
Canada—where the government subsidizes its domestic
timber industry—Bear Paw Lumber supports free and
fair trade. Passage of China PNTR is a fundamental step
to expanding the company’s market share. When
Chinese trade barriers against American hardwaood lum-
ber are removed, the company anticipates “significant”
growth in its business. This award-winning exporter
looks to the U.S. Congress to provide leadership and
vision in suppart of the interests of small and medium-
sized Amertcan companies.
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Copes-Vulean, Inc.
Lake City, Pennsylvania
Roderic B. Karpen, Chairman and CEO
http://www.copes.com

Industry: Manufacturing

Number of U.S. Employees; 195

Major Product Sold to China: Control valves for
power, process application

Years of Involvement in China: 14

Copes-Vulcan, Inc., a Pennsylvania-based producer of
control valves for power plants, supplies the control
valves for Power Plant No. 1 in Beffing. Robert J.
Darragh, Vice President for International Marketing and
Sales, explains, “This plant supplies electricity and
steam to our embassy in China, My wife and | spent time
with the Director of this plant while visiting there and |
found the hospitality and sincerity of the Chinese people
remarkable.”

Copes-Vulcan has done business in China since 1986.
The company's sales in China depend on stability in the
U.S.-China relationship. “The ‘China bashing’ that takes
place in Congress during the trade status reviews is t00
political and detracts from our efforts to build business
and trust,” states Darragh. If PNTR is extended to China,
Darragh estimates that Copes-Yulcan's business will con-
tinue to grow in that very important market.

“Instrumentation products. The components are then

Curtis instruments, inc.
Mt. Kisco, New York

Edward M. Marwell, President & CEO
http://www.curtisinst.com

Industry: Electronic manufacturing

Number of U.S. Employees: Over 650, employees
based in Mount Kisco, New York; Dublin,
California; and Caralina, Puerto Rica.

Major Products Produced in China: Components
for Electric Vehicles and Instrumentation
Products

Years of Involvement in China: Over 5 years

President Edward M. Marwell reflects upon his compa-
ny's success in China. “Curtis Instruments, Inc. found its
niche manufacturing products applicable for similar uses
across many markets. Our operations in China make it
possible for us to take advantage of economies of scale,
and enable us to sell directly into the Chinese market.”

In its 40th year, Curtis Instruments is the world's largest
manufacturer of components for electric vehicles. The
company's products include instruments, motor speed
controllers, and battery chargers, which are used in
motorized wheeichairs, forklift equipment, aerial lifts, and
cther industrial vehicles. Curtis Instruments produced the
gauges that monitored the state-of-charge {or “fuel”
level) on the Lunar Roving Vehicles used by NASA moon
missions in 1971-72.

Curtis Instruments believes that permanent normal trade
refations is essential for the growth and prosperity of its
China business. In 1995, the company started a wholly
owned subsidiary, Curtis instruments {China) Limited. At its
plant in Suzhou, not far from Shanghai, proprietary, U.S.-
made silicon chips are converted into basic modules and
subassemblies for electrical propulsion vehicles and

returned to the U.S. and UK. for final assembly, creating
jobs at home.



Ellicott International
Baltimore, Maryland

Peter Bowe, President
http://www.dredge.com

Industry: Manufacturing

Number of U.S. Employees: 100 in Baltimore,
Maryland, 1 in St. Louis, Missouri

Major Products Sold to China: Dredging equip-
ment and machinery

Years of Invelvement in China: 21

Exports to China as a Percentage of Gross Sales:
Less than 10%

Ellicott International has designed and manufactured
over 1,200 dredges, more than any other manufacturer,
and has served customers in over 70 countries. The
company has done business in China for over two
decades, and won a $3 million contract in China as far
back as 1979. In November 1999, Ellicott International
won a $900,000 contract with the China Communications
Import & Export Corparation to deliver a dredge equip-
ment package to the Changjiang Waterway Bureau.

With his company’s longstanding ties and positive expe-
riences in China, Ellicott President Peter Bowe believes
itis time for the United States to end the process of
debating China’s trade status on an annual basis, and
extend normal trade relations on a permanent basis.
“Politicizing trade is harmful when our competitors, all
NATO allies, are aggressively developing trade relations
with China. Developing market share does yield long-
term benefits. Our European competitors who got in ear-
lier than we did are
doing well. They have
more resources and
mare support from their
governments. It's a high
wall to climb.”

“If the U.S, would like to influence China; then:we must
interact with individuals there; Trade gives usan opportu-
nity'to create situations where we have things'in common.”
~—Roti:Spadafora, Vice President,
GEQ.Trading:Partners, Ltd,

GEO Trading Partners, Ltd.
Lagrangeville, New York

Paul Spadafora, President
http:/fwww.geoltd.com

Industry: Medical services and equipment

Number of U.S. Employees: 8

Major Service in China: Ophthalmology centers

Years of Involvement in China: 6

Exports to China as a Percentage of Gross Sales:
Over 90%

On GEO Trading Partmers, Ltd.'s success in China, Vice
President Ron Spadafora says, “We have focused on
improving personal relationships and trust with our
Chinese business partners.” The company owns and
manages ophthalmelogy centers in China, and purchases
ophthalmology equipment in the United States for place-
ment in Chinese hospitals.

Aithough active in China since 1994, it was in 1997 that
GEO Trading Partners signed agreements with various
hospitals in China. The company owns and supplies oph-
thalmology equipment, and the Chinese hospitals supply
the doctors and the space for the ophthalmology centers.
Almost all of the equipment used in the centers is manu-
factured in the United States.

While GEC Trading Partners has found success in China,
it has also faced challenges in that market. Spadafora
estimates that high tariffs on equipment have amounted
1o the cost of a fifth eye center for every four that have
apened.

Spadafora notes that when traveling outside major cities
in China, he encounters many Europeans, Australians
and Japanese involved in local business, but not many
Americans. “This tells me that our competitors from other
parts of the world are having more influence over the cit-
izens of China and are capturing markets at the grass-
roots level,” he observes. “If tariffs for these countries
are reduced but Chinese tariffs and non-tariff barriers
against U.S. products remain high, then in the future, we
will see fewer and fewer American products in China.”
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Haemonetics Corporation
Braintree, Massachusetts

James L. Peterson, President and CEO
httpy//www.haemonetics.com

Industry: Medical devices

Number of U.S. Employees: More than 800
employees, based in Braintree, MA; Union, SC;
and Leetsdale, PA

Major Products Sold to China: Surgical and blood
collection devices

Years of Invalvement in Ghina: 10

China Expotts as a Percentage of Gross Sales:
2%

“Many Chinese will require a blood transfusion at some
paintin their lives. Our equipment ensures the safety,
quality and availability of life-saving blood,” reports Lisa
Lopez, Senior Vice President and Corporate Counsel for
Haemonetics Corporation. This automated blood pro-
cessing systems company started prospecting in the
China market ten years ago and shipped its first devices
there in 1996.

The company faces definite challenges in its China busi-
ness. Despite Chinese laws purporting to protect intel-
lectual property, there are “copycats” of Haemonetics
products on the market. The company had to take an
unusual accounting charge against its China investment
because of lack of contract adherence by its Chinese
distributors. PNTR and China's entry into the WTO will
foster more business certainty.

“\We want to see China join the World Trade Organization
and abide by internationally accepted business prac-
tices. Our company stands to benefit a great deal when
tariffs come down and when we
% have ways to address unautho-

1 -rized competition, intellectual
property issugs, and inconsistent
local regulations,” expléins 4
Lapez. “PNTR passage will give

i Haemonetics an opportunity to
continue to build our business in
China and create more revenue
and jobs at home.”

Keystone Veneers, Inc.
Williamsport, Pennsylvania

Dan Pinsonneault, President
http://www.keystoneveneers.com

Industry: Manufacturing

Number of U.S. Employees: 265

Major Praduct Sold to China: Hardwood veneers

Years of Involvement in China: 6

China Exports as a Percentage of Gross Sales: 9
Approximately 7%

“Developing relationships and understanding the market
in China are two of the great challenges of doing busi-
ness there,” comments Dean Ripley, International Sales
Manager for Keystone Veneers, Inc. The company start-
ed exploring opportunities in China in 1894 after success-
ful ventures in several other countries, including Spain,
Germany, Canada, and Malaysia. China now represents
nearly 7% of the company’s gross expart sales.

Keystone Veneers attributes its success in China to a
Made-in-U.S.A. product that is of high quality and well
priced. Future growth depends on maintaining current
customers as well as gaining new ones. “The significant
reductions in non-tariff barriers to trade hy a favorable
vote on PNTR will give us a more competitive edge in
China. Keystone Veneers has developed loyal customers,
but if we can’'t compete in price with our European coun-
terparts, good business will replace loyalty,” states
Ripley.
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Kingsbury, Inc.

Philadelphia, Pennsylvania

Woods R. Brown, President and CEQ
www.kingsbury.com

Industry: Manufacturing

Number of U.S. Employees: 250 based in
Philadelphia, PA and Oshkosh, Wi

Major Products Sold te China: Thrust and journal
bearings

Years of Involvement in China: 17

Annual Sales in China: $300,000

“Kingshury is a wonderful example of how China PNTR
is important for small and medium companies, not just
the big guys,” remarked U.S. Trade Representative
Charlene Barshefsky, addressing workers at Kingsbury's
Northeast Philadelphia plant. With 220 employees mak-
ing specialized industrial bearings, Kingsbury is a small
player with a huge future in U.S.-China trade.

Kingshury followed one of its biggest customers into
China 17 years ago, and the company has been pleased
by the progress that they have made in developing the
market. Woods R. Brown, Chief Executive Officer, says
that, “...if PNTR is approved by Congress, Kingshury
would be able to take advantage of a huge reduction in
tariffs, which would further our growth in the Chinese
marketplace.” The 88-year-old company earns millions
selfing bearings to large companies in other parts of the
world. While China represents 5% of Kingsbury’s current
business, Brown emphasizes that “it is the ripple effect
that is important to Kingsbury.”

The Magnetizer Group, inc.
Fountainville, Pennsylvania

Arthur L. Pease, President
hitp://www.magnetizer.com

Industry: Manufacturing

Number of U.S. Employees: 250
{including distributars)

Major Products Sold to China: Water and fuel
conditioning devices

Years of Involvement in China: 9

Sales in China since Beginning Operations:
$350,000

The Magnetizer Group has experienced ongoing suc-
cess in the China market by using its patented magnetic
technology to address environmental concerns and fuel
conservation issues. The company has developed prod-
ucts that address consumer and industrial needs, as well
as the growing demand for environmentally friendly
products.

In China, trains draw drinking water for passengers from
wells located along the route. As there are no proce-
dures in place to test the water, ail water is boiled on the
trains. As the water hoils, the hoilers develop scale,
which restricts the flow of water and increases the time
needed for the water to boil. By applying the
Magnetizers to the boilers, the flow of water is
increased, it boils faster, and fuel is conserved. The
Magnetizers are also applied to the train’s engines,
which increases the overall fuel economy and reduces
the emission of smoke.

Magnetizer products are being used by several of the
railway bureaus across China, as well as in a growing
number of commercial boilers and emission control sys-
tems in Chinese vehicles. Says Magnetizer's Senior
Director Don Rogers, “Our business is growing in China,
but we do face certain challenges. Principal among
them is our concern about protecting the patent and
trademark for our products. With China’s pending entry
into the World Trade Organization and the increased
leverage we will have in addressing intellectual property
protection issues in that forum, we think permanent nor-
mal trade relations with China is definitely in the best
interest of our company and its employees.”
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Marson Corporation
Stoughton, Massachusetts
Alan Ritchie, Chairman
hitp://www.marsoncorp.com

Industry: Manufacturing

Number of U.S. Employees: Approximately 140

Major Product Imported from China: Rivets (fas-
teners)

Years of Involvement in China: 5

Percentage of Gross Sales due to Imports from
China: 6%

“Healthy U.S.-China trade relations, which would be
advanced by China PNTR, can only help Marson
Corporation,” states Chairman Alan Ritchie. Marson, a
supplier of metal fasteners to U.S. companies, special-
izes in rivets, rivet nuts, and rivet guns. The company has
imported products from China since 1995. Seeking a low-
cost supplier to help maintain competitiveness, Ritchie
employs U.S. workers in the value-added process of fin-
ishing and packaging for domestic and export markets.

Familiarity with the China market and the comparatively
low cost of product have enabled Marson to maintain
and increase employment opportunities in the United

States. Ritchie observes, “Opening China's markdfEwill  £:

help American companies to prosper locally and keep
skilled workers employed.”

National Forge Company
Irvine, Pennsyivania

Roger Clark, President and CEQ
www.nationalforge.com

Industry: Manufacturing

Number of U.S. Employees: 625

Major Products Sold to China: Engineered forging
products, tooling products and pipe molds

Years of Invelvement in China: 10

Annual Sales to China: §1 million

“QOur China business peaked in 1997 and reached 15% of
our company's total sales, but dropped in 1998—and con-
tinues to drop—due to a very high tariff increase,” com-
ments Joe Bizjak, World Product Line Marketing
Manager for National Forge Gompany. The company
spent seven years developing its business in China before
shipping one product. While estimated sales to China of
National Forge Company's pipe mold spinning equipment
and ather products are projected to decrease, the com-
pany remains competitive in over 30 foreign markets.

According to Bizjak, National Forge Company cannot be
competitive in China if the U.S. Congress does not pass
PNTR because European and other competitors will be
able to sell at much lower prices. “We can't build market
share if we cannot take advantage of lower tariff and
non-tariff barriers. If we want to keep our jobs in the
United States, it is imperative that Congress pass PNTR.”
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Olson Technologies, Inc.
Allentown, Pennsylvania
James Edward Olson, CEQ

Industry: Manufacturing
Number of U.S. Employees: 47

Major Product Seld to China: Valves for water
treatment plants

Olson Technologies, Inc. sells large valves to water
treatment plants in China and Taiwan. The company
believes the reason for its success in these markets is
because Chinese and Taiwanese engineers depend on
the expertise and quality standards of American compa-
nies in building large valves. Olson Technologies started
selling valves in these markets "piggybacking” on the
efforts of a much larger New York Stock Exchange-listed
company, a comman method for smaller companies
entering an overseas market.

Ten percent of Olson Technologies’ gross sales are due
to exports. If China removes its trade barriers against
American products, James Qlson, Chief Executive
Officer, estimates that the company will grow by over
thirty percent. He believes that as developing nations
like China strive to improve their standards of living, they
will depend an Olson Technologies to supply valves to
build better roads, airports, power plants, water treat-
ment plants and sewage plants.

“We sell our products all over the world. In the past we
did maore business with other countries, but the future for
China is very big if PNTR is extended to that market,”
notes Olson.

Oxygen Generating Systems, Inc.
Niagara Falls, New York

Joseph McMahon, President
http://www.ogsi.com

Industry: Manufacturing

Number of U.S. Employees: 15

Major Product Sold to China: Oxygen generators

Years of Involvement in China: 4

Exports te China as a Percentage of Gross Sales:
Qver 20% in 1999

“Extending China PNTR will significantly reduce tariffs on
our high quality oxygen generators,” comments Robert
Schiehr, Vice President for Sales and Marketing for
Oxygen Generating Systems, Inc. (0GSI), located in
Niagara Falls, New York. The company manufactures
oxygen generators for industrial, medical, aquaculture
{fish farming}, and water treatment applications. 0GSI
exports to 40 countries, and with aver 20% of its export
sales going to China, it is the company’s largest market.

0GSI entered the China market in 1996 with the assis-
tance of a former business associate. Schlehr attributes
0GSI's successful marketing in China to its reputation for
high quality. The company discovered that many foreign
customers preferred higher quality U.S.-made products.
Nowhere was this fact more evident than in the case of
0GSI's sales to the China market.

“We fully support permanent normal trade relations leg-
islation. Our China sales could increase as much as 30%
if we can take advantage of the lower barriers,” con-

tends Schlehr.
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U.S.-China ndustrial Exchange, Inc.
Bethesda, Maryland

Roberta Lipson, President and CEO
http://www.chindex.com

Industry: Healthcare

Number of U.S. Employees: 14

Major Products Sold to China: Healthcare prod-
ucts and services

Years of Involvement in China: 19

China {including Hong Keng) Exports as a
Percentage of Gross Export Sales: 89% {1999)

“American companies like ours need PNTR to stay com-
petitive in the Chinese marketplace. PNTR is vital not
only to all of our employees, but also to the employees of
the companies whose products we sell in China,” com-
ments Roberta Lipson, President and CEO of U.S.-China
Industrial Exchange, Inc., or Chindex. The Maryland-
based company is the largest independent American dis-
tributor of healthcare products in China.

Founded in June 1981, Chindex opened initial offices in
Beijing and New York to provide representative services
to Western manufacturers of electronic instrumentation
and industrial machinery. Now an industry leader in
China, Chindex is a significant exporter of U.S. healthcare
equipment and provides healthcare services through its
private hospital corporation in China. The company also
is considered a leader in the Chinese ultrasound market.

“We already face fierce competition from European and
Japanese manufacturers. Not to reap the benefits of
China’s accession to the World Trade Organization would
mean that the U.S. medical equipment we export to China
would become completely non-competitive against simi-
lar equipment from competitor nations,” explains Robert
C. Goodwin, Jr,, Executive Vice President of the company.

For Chindex, PNTR means tariff reductions on medical
equipment (from 8-11% to approximately 4-5%). Market
opening to Western health insurance will broaden access
to the hospital corporation for many more Chinese, who
will benefit from premium heafth insurance plans. And with
full distribution rights, Chindex will be able to compete on a
lavel playing field with local companies, while preserving
the quality of its American management approach.

Wayne Electvonics, Inc.
Jamaica, New York
Grace Su, President

Industry: Electronic Security

Number of U.S. Employees: 4

Major Products Sold to China: Security products
Years of Involvement in China: §

Annual Sales in China: $350,000+

Based in New York City, Wayne Electronics, Inc. spe-
cializes in the export of security products to Asia, with a
special emphasis on China. President Grace Su attrib-
utes the company’s success in China to strong connec-
tions with government and business leaders.

Working with Chinese counterparts for many years, Su
has leamed that reading between the lines is a necessi-
ty. While most Chinese business people are very courte-
ous, they will not speak directly about the obstacles of
closing a business deal.

Grace Su is counting on Members of Congress to speak

in a clear voice ahout opening the door to China trade.

Export sales to China from Wayne Electronics are

expected to double or even triple with the removal of

trade barriers. “PNTR with China will increase existing

business and open new opportunities in China for small
U.S. companies like
ours and our New York
suppliers.”
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Alltech, ine.

Nicholasville, Kentucky

Dr. T. Pearse Lyons, President
http://www.alltech-bio.com

Industry: Biotechnology

Number of U.S. Employees: 180

Major Product Sold to China: Animal feed additives

Years of Involvement in China: 5

Exports to China as a Percentage of Gross Sales:
Mare than 5%

“China must find new ways to feed its enormous popula-
tion. We understand the serious challenges that China
faces in animal agriculture,” comments T. Pearse Lyons,
President of Alltech, Inc. Since 1995, Alltech has worked
in China to help the Chinese to develop, manufacture,
and support products and systems to improve animal
health, while [imiting the impact of biotechnology on the
environment. Chinese demand for specialty agriculture
products and Allltech’s direct access to reliable local
personnel have been keys to the company’s success in
China.

After entering the China market in May 1995 with the
opening of its Asia-Pacific Bioscience Center in Beijing,
Alitech experienced explosive growth in the sales of its
- products. A subsidiary corparation, “Beijing Alltech
Major Exports—'Southeast/Southwest Biological Products Co. Ltd.” was established in 1997 for
iy e 5 . the manufacture of three products for other Asia branch-

Chemical Products es and local distribution of products.

Industrial Machinery and Computers

Lyons cites political and economic stability in China as
paramount concerns for the company in deciding on fur-
Agricultural:Products ; ther investment in equipment and assets. Cangressional
i v fonuidan passage of PNTR with China would contribute to a stable
U.S.-China trade relationship and
help Alltech continue to build on its
success.

. Electtic and Electronic Equipment

Food Products




Dallas, Texas
Dejan Rajcic, President
http://www.amallis.com/

]

Industry: Automative

Number of U.S, Employees: 3

Major Products Soid to China: Glass products for
the automotive market and plastic tools for
automotive applications.

Years of Involvement in China: 8

Amallis fisatrue in the glohal
arena, with 90% of the company's sales coming from
international trade. The company’s primary business is
the export of numerous high-quality, patented, “Made-in-
USA" automotive products, with a specific focus on
autoriotive tools.

i addition to China, Amallis International also sxports its
automotive products throughout Western Europe, and to
Japan, Australia, and some Latin American and Middle
Eastern countries. [l fs not surprising, then, that company
Vice President Ghassan Massi is a strong propenent of
the benefits of trade, “We believe in free rade with
natians. And in international rade there is something
called ‘comparative advantages.” If we can offer and
manufacture products with good quality at competitive
prices, we have the advantage. When products have a
patent, they are usually protected in the tountries that
have signed intellectual property agreements. This also
can work with China.”

U.S. companies in the automctive sector will be some of
the biggest winners if the Corgress extends permanent
normal trade relations status to China. Auto tariffs will
drop from current Jevels of 80-100% down 1o 25%, and
quotas will be phased out. Non-bank financial institu-
tions will be permittad to provide auto financing without
any limitations, and auto companies will have full rights
to distribute their goods throughout the Chinese markst:.
Says-Massi, “Our husiness can grow by 10-15% as the
Chinese automotive market grows and is more open to
.8, products.”

Flaine Construction Covp

Knoxville, Tennessee

W. Colby Reeves, Jr., Executive Vice President
hitp://www.blaineconstruction.com

Industry: Construction

Number of U.S. Emplovees: 50 in Tennessee and
350 field employees across the 1.S.

Major Product Sold to China: Building materials

Years of Involvement in China; 4

Experts 1e China as a Percentage of Gross Sales:
Nearly 2%

Biaine Construction Corporation designs, fabricates
and ships to coastruction jcb sites in China specific
building materials for the construction of industrial facili-
ties. The company also has pravided technical personnel
as advisors fe the local on-site contractors for installa-
tion of its materials.

Bla'ne Construction’s experience in China began in 1996,
The company credits its success in Ghina to partnering
with other U.S. firms already established in China, and
paying attention to the details required ‘or the export of
materials to China, YWhile Blaine Construction has done
business in Chile and Venezuela, its volume of business
with China is substantially greater than with other coun-
tries at this time.

Blaine Construction has found the Chinese 1o be good
trading partners. Executive Vice President W, Colby
Heaves says that he locks forward to continued strong
growth in the China market, and

undeystands the importance of

PNTR to removing tariff and

non-tariff barriers to American

products o the benefit of his

company and others like it.
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Centrifugal Casting Machine Co., Inc.
Tulsa, Oklahoma

W. Thomas McKee, President
http://www.cemcotulsa.com

iIndustry: Manufacturing

Number of U.S. Employees: 83

Major Product Sold te China: Equipment for
production of pipe

Years of Involvement in China: 18

Total Sales in Ghina: Over $10 million

Centrifugal Casting
Machine Co,, Inc.
CCMCO) manufactures
foundry equipment used
inthe production of vari-
ous parts for industries
such as automotive,
petrachemical and infra-
structure development.
Utilizing its unigue tech-
nology, the company has supplied equipment for produc-
tion of water pipe, soil pipe, cylinder liners and alloy
steel bes in China. Since 1982, CCMCO has completed
8 projects in China.

Company employses have made over 80 trips to China to
astablish and develap the reiationships that led to
CCMCO's valuahle share of China trade. "It would be a
share to lose these valuable relationships should
Congress fail to pass PNTR with China,” remarks
President W, Thomas McKee. CCMCO plans to continue
buitding its business refationships in China by participat-
ing in a major trade show in Beijing in May.

“Qur business in China afways happens in cycles,” notes
McKee. “Congrassional passage of PNTR with China wilf
help American companies fike mine be viewed as mare
reliable business partners.”

ePruit In

Orlando, Flarida

Gordon E. Hunt, Executive Vice President
hitp://www.efruitinternational.com

industry: Agricultural products broker

Number of U.S. Employees: 20

Major Products Sold to China: Fresh fruit and fruit
juices

Years of Involvement in China: Approximately one
year

Projected Percentage of Gross Sales toffrom
China: 12%

Established in 1999, eFruit International, Inc. operates a
global online trading service for agricultural products, pri-
marily fresh fruif and fruit juice. With its international
headquarters in Orlando, Horida, eFruit’s member network
offers 24-hour glohal trading to pre-quaiified buyers and
sallers, thereby lowering administrative casts and o%fering
savings on shipping, storage and handling. The eFruit
efectronic commerce network enables member compa-
nies to transact their reguler business on an international
scale in a {aster, cheaper and more efficlent manner

From the beginning, eFruit tapped the China marke: by
enolling Chinese apple juice processars in its electronic
buyer-seller network. Althaugh e-Fruit plans to expand
into Asia in the coming year and eventually hopes to eam
10-15% of gross revenues from the China trade, the com-
pany finds that Chinese barviers to the importation of
agricultural praducts from the U.S. greatly limit market
penetration. “Narmalizing trade relations between the
U.S. and China would be good for our company. China is
becoming a major user of the internet,” says Garden E.
Hunt, Executive Vice President. “Any easing of trade fric-

" tions will increase the use of the internet for business-to-

business (B2B} applications.”
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FHudson Pecan Company, Inc.
QOcilla, Georgia
Dr. Randy Hudson, Owner and CEQ

Industry: Agriculture

Number of U.S. Employees: 50

Major Product Seld to China: Pecans
Years of Involvement in China: 1
Annual Sales in China: $50,000

“The Georgia pecan industry needs a positive vote on
China PNTR. It is of utmost importance to our industry
that we export. We are now looking at two years of
excess production and domestic prices will fall. The
opportunity to move pecans away from the domestic
market will support and help farmers and business own-
ers, like myself, stay in business,” states Dr. Randy
Hudson, Owner and CEO of Hudson Pecan Company,
Inc.

Hudson attributes his relatively quick sale of 50,000
pounds of Georgia pecans to China to the fact that his
first shipment was accurate and the Chinese felt they
were getting a fair price for good quality products.
According to Hudson, China has nearly 1.3 billion people
to feed and pecans are a main part of the traditional diet.
Hudson adds that “we need to pass China PNTR in order
to guarantee that we can be competitive and that we can
have a new market for our Georgia pecans.”

ICS Logistics

Jacksonville, Florida

Henry J. Kehlmann Jr., Chief Operating Officer
http://www.icslogistics.com

Industry: Transportation logistics

Number of U.S. Employees: 200 employees in
Florida and Georgia

Major Services to China: Ocean container trans-
portation for the poultry industry

Years of Involvement in China: 2 years

Exports to China as a Percentage of Gross Sales:

ICS Logistics helps the poultry industry in the southern
United States export to China by providing timely, accu-
rate, and economical services. The company’s cold stor-
age cargo terminals and intermodal transportation net-
work enable ICS Logistics to provide transportation of
containers to Fast Coast seaports, expart inspection for
the U.S. Department of Agriculture, and loading of frozen
poultry into ocean containers.

ICS Logistics began shipments to China in 1998 and has
profited from increased frozen poultry sales to China.
Today, nearly one-third of its total export shipments are
to China. With PNTR, substantial reductions in tariff and
non-tariff barriers on paultry products will greatly benefit
American producers, leading to even more exports,

. The employees of ICS Logistics stand prepared to man-

age the expected significant increase in shipments of
frozen food and agricultural products to China by adding
to its dedicated staff of warkers in the southeastern U.S.
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mternational nnovations, lne.
Austin, Texas

Ralph Edwards, President
http://www.woodhangers.com

[ndustry: Manufacturing

Number of U.S. Employees: § in Austin, TX and
60 in Gallatin, TN

Major Products Sold to China: Raw lumber
{export); garment hangers (import}

Years of Involvement in China: 7

Exports to China as a Percentage of Gross Sales:
8%

International Innovations, Inc. manufactures and dis-
tributes wooden garment hangers for garment manufac-
turers, department stores, specialty stores, hotels, and
mail order firms. To keep customer costs as low as pos-
sible, International Innovations has exclusive manufac-
turing agreements with factories in China. And to ensure
quality, all of the production fram China is shipped to its
manufacturing and distribution facility in Gallatin,
Tennessee, for quality contral, imprinting, and distribu-
tion.

The company started importing hangers from China in
1993, and exporting raw lumber ta China in 1998.
President Ralph Edwards speaks highly of his

Chinese business partners. “We have folind the compa-
nies we are working with in China to be very cooperative
in developing new products.” Edwards believes passing
permanent normal trade relations with China will mean
even more sales and income for American companies,
and will encourage other small companies like his to find
success in the China market.

Kanawha Scales & Systems, nc.
Poca, West Virginia

William J. McHale, Vice President
http://www.kanawhascales.com

Industry: Manufacturing

Number of U.S. Employees: 185 in Poca,
Parkersburg, and Fairmont, WV; Pikeville, KY;
Cincinnati, Dayton, and Columbus, OH;
Dearborn and Flint, MI

Major Product Sold to China: High-speed train
loading systems

Years of Involvement in China: Over 14

Exports to China as a Percentage of Gross Sales:
12-18%

“[f PNTR is not passed, the opportunities that we now
enjoy will be put at risk, with our competitors in other
countries the likely beneficiaries,” says William J.
McHale, Vice President of Kanawha Scales & Systems,
Inc. Specializing in the design and construction of
weighing, control and material handling systems, the
company is developing high-speed train loading systems
for use in the Chinese coal industry. The scope of work
includes the complete electrical, structural, and
mechanical design of the train loading towers.

Kanawha Scales & Systems first explored the Chinese
market in late 1985 and signed its first order in August of
1991. Since then, the company has signed contracts in
China totaling over $13 million dollars, including a recent
order of approximately $3.1 million.

Much of the company’s success in China comes from
meticulous efforts to establish working relationships and
build trust with contacts in the Chinese coal industry, As
part of its long-term commitment to the China market,
Kanawha Scales and Systems has engaged other West
Virginia companies in China through trade delegations
and trade shows. In addition, the company has been
active in hosting Chinese delegations and dignitaries
visiting the United States.

McHale urges Congress to establish permanent normal
trade relations with China to demonstrate support for
the efforts of American companies over their competi-
tors in the China market.
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Lantedh, ne.

Louisville, Kentucky

James Lancaster, President and CEQ
http://www.lantech.com

Industry: Manufactoring

Number of U.S. Employees: 320

Major Product Sold to China: Packaging machinery
Years of Involvement in China: 2

“China is one of the most challenging countries to do
business with in Asia, in part because of its high trade
barriers. Once tariffs are reduced, China could become
an extremely luerative market,” notes Shawn Anderson,
international Sales Manager of Lantech, Inc., a manu-
{acturer of packaging machinery. Sirce 1998, the compa-
ny has been selling its equipment through a distributor
with five different offices throughout China. The distribu-
tor expressed an interest in Lantech’s eguipment

ite i y that the former was
already seliing.

Anderson attributes the company’s success to a strong
emphasis on research and develepment to assure that
they are always finding innovative solutions for their
customers, Lantech’s international sales have grown as
they customized machines to meet the needs of specific
requirements for overseas markets.

Anderson estimates that Lantech safes in Ghing would 57 - -
grow between 30-50% if permanent normal trade rela-
tions status is extended to China. “If Congress approves
PNTR, our company’s sales would increase, as it woulc
reduce the effective price of our machines.”

£

Leapfrog Smart Produets, Ine.
Maitland, Florida

Dale Grogan, President

hitps/fwanw feapfrog-smart.com

Industry: Computer software

Number of U.S. Employees: 50

Major Product Sold to China: Software applica-
tions for smart carcs

Years of Involvement in China: 2

Exports to China as a Percentage of Total
Exports: 40%

From the vantage point of a small, U.S. software compa-
ny, “The swift march of China’s estimated 1.2 billion peo-
ple from an agrarian nation, through an industrialized era
and into the information age is a breathtaking business
opportunity,” comments Dale Grogan, President of
Leapfrog Smart Products, Inc.

The firm develops software for smart cards, which are
mini-computers embedded in plastic the size and shape
0% a credit card. In testimony before the House Committee
on Ways and Means, Grogan stated that his company
plans to issue smart cards to gvery Chinese adult over the
next four years. Leapfrog Smart Products believes that
China's greatest resource is its collective buying power,
and China recagnizes this and rightfully protects that
resource. However, business cannot be dane effectively
in China without a strong in-country partner.

The company's joint venture in China establishes a new
business model. According to Grogan, “The parameters
of our jaintventure are that the Chinese partners not only
contribute a factory and a skilled labor force, but also
serve as bona fide investors in the deal with capital of
their own at risk. Without a partner who is motivated by
profits, you're dead.”

For Leapfrog Smart Products, passage of PNTR will
improve access to the China market and allow expansion
ofits operations in the United States. Grogan remarks
that the positive fallout from doing business in China is
simple: jobs. “High-tech engineering jobs, service jobs,
support jobs, praduction jobs. The point is that for every
solution soid in China, bunches of jobs are created hers
inthe United States. These jobs fuel our economy.”
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Play By Rlay Toys and Noveltiss, Inc,
San Antonio, Texas

Raymond Braun, President
hitp:ffwwww.pbyp.com

Industry: Toy manufacturing and distribution

Numher of U.S. Employees: 400

Major Products imported frem China: Plush toys
and novelties

Years of Involvement in China: 13

“America has the ability to do much more export busi-
ness with China, but that country needs to enforce trade
laws, patent protections, and other WTQ requirements,”
zsserts Raymand Braun, Prasident of Play By Play Toys
and Novelties, Inc.. which develops, designs, manufac-
tyres and distributes toys.

The company has been involved in the China market for
over a decade. Material manufacture and sewing are
done in Ching, and toy stuffing is gensvally done inthe
United States. Atthis point, Play By Play Toys and
Novelties only imports goods from China, Sraun notes
that PNTR will permit sales to China through better
enforcement of the company's tay licenses. “Without the
enforcement of licenses and cuntracts, Chinese manu-
facturers will simply copy our products and sell them in
China without the cost of research and development or
royafties, making it impossibla for us 1o be price competi-
tive.”

Braun notes that positive trade refations with China have
already had a huge impact on the welfare of a tremen-
dous number of Chinese. “Living conditions have signifi-
cantly imp | due to the p of U.S. comp:

in China. 1 have visited many manufacturing plants and |
see improvements in the quality of iife for a greater per-
centage of the population every year.”

“The bettom line is we need China to join the WTO and
Congress to approve PNTR. s important to us as
Americans and as businesspeaple. This agreement is
about giving us greater aceess to world markets and
improving our standard of living through better access o
human resources, product improvements and fower
costs,” explains Braun.

Post Glover Resistors, e,
Ertanger, Kentucky

Neil Gambow, Prasident
hitp:/fwww.postglover.com

Industry: Manufacturing

Number of U.S. Employees: 120

Major Product Seld in China: Flacirical resistars
Years of Involvement in China: §

Growth Since Beginning Operations: 150%

Founded in 1892 and dedicated to supplying the eloctri-
cal industry with guality products and services, Post
Glaver Resistars, Inc. has seen its market share grow
due to its commitment to customer service. The compa-
ny is the mumber ene worldwide producer of heavy-duty
resistars.

Inthe summer of 1995, Post Glover Resistors ran an edi-
torial in the Asian Electrical ournal explaining the bene-
fits of grounding power systems with the use of its neu-
tral grounding resistors o snsure guality and reliable
power. Saon, the firm was contacted by the Shenzhen
Farad Compiete Equipment Company in China. Several
weeks late:, Post Glover Besistors decided it was the
right time 10 make a visit ta Shenzhen.

That first trip actually resulted in & smalf order for use by
the Shenzhen power supply hureau, but mors important-
iy, Post Glover Resisiors laid the groundwork for a long-
term business relationship and friendship. it built a strong
trust, which is the key to growing business in China.

Sales continue to grow, and Post Glover Resistors is
sniowe selfing to some of the larger transformer and gener~
ator manufacturers in China. The company confinues o
be very active in suppart of China's admission to the
World Trade Organization anc in support of permanent
normal trade relations status.

- -~
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Jacksonville, Florida

Howard Kelley, President and Director
http://www.sallycorp.com

Industry: Robotics

Number of U.S. Employees: 60

Major Product Sold in China: Animatronic robots

Years of Invelvement in China: 8

China Exports as a Percentage of Total Business:
Up 10 40% in many years

~. Sally Corporation was founded in
1977 to merge technologies and
:{ artto create memorable entertain-
ment and educational experi-
ances. Artists, designers, techni-
cians, and managers create ideas
for animated robotic characters,
and then fabricate the characters
through every step of the manu-
facturing process. Through the
years, the company has created
thousands of characters, theatrical
productions, shows and special effects for theme parks,
museums, motion pictures, and corporate clients
throughout the wortd.

Sally Corparation sells to amusement parks and attrac-
tions in four lacations across China. “Like other small
businesses, we entered the China market with a great
deal of trepidation,” recalls Howard Kelley, President and
Director of Sally Corporation. “Eight years ago, we were
asked to conduct all negotiations in China, using Chinese
contracts, and with letters of credit that were geared
toward China’s needs. Gradually, we've seen a western-
ization of Chinese business practices, such that our last
transaction with China was no different than it would
have been with a European business partner.”

Kelley believes that China’s entry into the World Trade
Organization and Congressional support for permanent
normal trade relations will bring China still further into a
rules-based system, wihich will éncourage other small
husinesses to take advantage of the encrmous opportuni-
ties in the China market.

Dallas, Texas
Charles Li, CEQ

Industry: General Trading

Number of U.S. Employees: Approximately 30

Major Products Imported from China: Furniture,
lamps, arts and crafts

Years of Involvement in China: 11

Percentage of Gross Sales Due to Imports from
China: 90%

“When | came to the United States in 1988, [ realized |
could make a good living by doing business with China. |
am originally from China and still have many contacts
there,” recounts Charles Li, CEO of Style USA Group
Corp.

After eleven years in business, Li owns and operates six
enterprises in the Dallas area. Among the companies are
Rosewood Fine Furniture, International Travel Center,
and China Group USA, [nc.

International trade has been key to the growth of Style
USA Group, and most of Li's companies are directly
engaged in trade with China. Rosewood Fine Furniture
imports from its factory in China furniture for wholesale
and retail sales across the United States. As the volume
of furniture and other imports has increased, so too has
Style USA Group's workforce, doubling in the past five
years. With the passage of China PNTR, Li estimates 20-
30% growth in his business, and expects to add mare
employees to his payroll.

“PNTR is good for my husiness today, and for peaple
who are interested in doing business in China in the
future,” notes Li.
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Cerperation, Inc.

Longview, Texas
Keith Parker, Chairman and CEQ
http://www.seci-us.com

Industry: Environmental services

Number of U.S. Employees: 3

Years of lnvelvement in China: Presently negoti-
ating to enter the China market

Summit Environmental Corporation, Inc. has found
great success in foreign markets, with over 50% of its
gross sales derived from exports. Tha company devei-
ops, manufactures and distributes non-toxic, biodegrad-
able products for environmental cleanup, and more effi-
cient, envir rtally friendly metheds to deal with cur-
rent toxic exposures. Products for export are marketed
through strategic alliance partners around the world.

China is a market that holds much promise for Summit
Environmental Corparation’s products as the country
focuses greater attention on environmental protection.
The company is currently negotiating with two groups for
rights to sell its products in China. Despite some past
challenges involving a decision not to release informa-
tion on its proprietary formulas, Chairman and CEO Keith
Parker remains optimistic. “As a U.S. company with a
unigue product line and long-term vision, we want to
operate in China with professional business standards
and ethics. Congressional passage of PNTR would be
good for our smalf business in that it would give us betier
avenues to ensure protection of our patented goods.”

Intellectual property rights {IPR} protection in China is
vital for companies of all sizes, but there is a special
need for {PR protection for smalf companies in unigue
- technalogies or pracesses.
. Once China enters the World
- Trads Organization, U.S. com-
: panies like Summit
1 Environmental Corporation wili
benefit from the organization’s
strong dispute resolution mech-
'+ anism to address PR or other
V trade violations in a tmely,
decisive way.

nE.

Atlanta, Georgia
Jay Kim, President and CFO
http:/fwwawv.t-tech.com

Industry: Manufacturing

Number of U.S. Employees: 30

Major Product Sold in China: Quick circuit prota-
typing milling machines

Years of involvement in China: §

Annual Sales in China: $60,008

“Passage of China PNTR is essential to the expansion of
aur sales in China. Our competitors in Japan and
Germany will be able 1o take advantage of lower tariffs
and we will be on the outside looking in,” says T-Tech,
Inc.'s President and CFO, Jay Kim.

For five years, T-Tech has been building relationships
with universities ard corporations in China to sell their
prototyping miling machine. This machine offers a cost-
saving alternative for design engineers to test circuit
hoard des'gns before proceading to production. It has
pplications in telec i radio, micyowave

and space research.

T-Tech made the decision to develop China as a market-
place due to its prior successes in Japan and other
Asian countries. “Of course, China is a much more diffi-
cult market to penetrate because of high tariffs and con-
trols, but with PNTR, we see huge potential for our sys-
tems and the potential for ten times the husiness in five
years. This means more and better jobs here in Georgia,”
comments Kim.
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Tang Energy Group, Lid.
Dallas, Texas
E. Patrick Jenevein 111, President
mail@tangenergy.com

Industry: Energy

Number of U.S. Employees: B

Major Product Sold to China: Clean energy pro-
ducts

Years of Involvement in China: 5

Tang Energy Group, Ltd,, develops Integrated energy
projects that provide clean energy to Chinese con-
sumers. These projects include natural gas and wind-
driven electricity production, natural gas pression
and processing, and natural gas pipefines. The company
began work in China in 1995 to address the Chinese
National Petroleum
Corporation’s (CNPC) need for
small, reliable and remotely
{ocated natural gas process-
ing facilities.

One hundred percent of Tang
Energy Group's revenues
come from selling energy and
squipment to China: E. Patrick
Jenevein Il President, pre-
dicts that Tang Energy Group
would grow immediately if
China removes its trade barri-
grs because the company
would have betier access o .

insurance products that ameliorate risk asseciated with
any energy project. Shedding risk would allow project
awners to reduce costs and increase access to capital
markets. Jenevein believes that permanent normal tradg,{
relations with China means more stability in that country,
“which will make our world more prosperous for future
generations.”
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Aqua-Aerobic Systems, Inc.
Rockford, lllinois

Robert Wimmer, President
http://www.aqua-aerobic.com

Industry: Environmental services

Number of U.S. Employees: 135

Major Products Sold to China:
Wastewater treatment equipment

Years of Invelvement in China: More
than 4

Exports to China as a Percentage of
Gross Sales: 5%

Aqua-Aerobic Systems, Inc. manufactures

and sells wastewater treatment equipment

to municipal and industrial customers. The

Chinese government's commitment to its country’s infra-
structure and the need for high quality environmental
technologies make China one of the company’s largest
potential markets.

The modernization of cities throughout China requires
construction of sewage treatment plants. In addition,
local Chinese officials are looking to bring investments
into their communities. “While opening a local office is
not feasible for a company of Aqua-Aerobic Systems”
size, we are positioning ourselves to take advantage of
Electricand Electronic Equipment the many new opportunities resulting from economic
growth in China,” says Sharon DeDoncker, Vice
President, International.

Major Exports—Midwest Region

Chemical Products

Food Products

With U.S.-China relations on a more sound footing after
passage of PNTR, DeDoncker expects that Aqua-Aerobic
Industrial Machinery and Computers System’s sales would increase an additional 10% over
the current rate of growth. “The
potential of the China market is obvi-
ous to all companies in our industry.
Qur strangest competitors are in

Europe and Asia. Without passage of
direct U.S. exporters to China are small and medium-sized companies, and that they China PNTR, we will be at a disad-

Agricultural Products

“The U.S. Chamber of Commerce understands that international trade is more than
raw statistics. The Chamber has compiled these real-life stories of the positive impact
of China trade on small business exporters. Few people know that 82 percent of all

generate 35 percent of the dollar volume of all U.S. exports to China. This is not even vantage when guoting against these
counting all the small business suppliers to larger firms that export to China. This companies,” cautions DeDoncker.
study prepared by the U.S. Chamber puts real faces behind these statistics.”

—Rep. Donald A. Manzullo (R-IL-16), Chairman,

House Small Business Subcommittee on Tax, Finance, and Exports y




“lmproved trade with China would allow U.S. farmers to
export more grain to China and, in turn, create a greater
demand for storage of this commodity. PNTR with China
will give us a more competitive position to take advan-
tage of this win-win situation.”
—Richard F. Casey, Senior Vice President,
Behlen Mfg. Co.

Behlen Mfg. Co.

Columbus, Nebraska

Anthony F. “Tony” Raimondo, President and CEQ
http://www.behlenmfg.com

Industry: Manufacturing

Number of U.S. Employees: 1,560 at plants in
Columbus, NE; Goshen and Connersville, IN;
Huntingdon, TN; Dublin, GA; Baker City, OR;
and Cullman, AL

Major Products Sold to China: Metal building,
and grain storage and drying systems

Years of Involvement in China: Over 15

Exports to China as a Percentage of Annual
Sales: Approximately 10%

With domestic agricultural markets in the doldrums in the
1980's, Beltlen Mfg. Co. sought to diversify its product
lines and markets by exploring international markets.
Export sales by this diversified agricuitural manufacturer
now aceount for 15-20% of gross sales and over 125 jobs.
China is the company’s primary foreign market, mostly for
metal buildings, grain storage and drying systems. Behlen
has established a marketing office in Shanghai to support
its business in the China market.

According to Senior Vice President Dick Casey, Chinese
customers have indicated a preference for Behlen Mfg.
Co.'s products due in large measure to its excellent reputa-
tion, quality products, and high level of after-market service.

A Congressional vote in favor of PNTR would phase out
numerous barriers to trade that Behlen currently faces.
Anticipating an annual sales increase of 10-15% after
passage, Casey notes “PNTR with China will ensure a
more level playing field in a very competitive market and
will allow us to continue to grow and employ more peo-
ple.”
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Brustuen International, Inc.
St. Paul, Minnesota
Eldon Brustuen, President

Industry: International consulting and trade man-
agement

Number of U.S. Employees and Consultants: 12

Major Services in China: Joint ventures

Years of Involvement in China: 12

Exporis to China as a Percentage of Gross Sales:
35%

Brustuen Internatonal, Inc. is a trade brokerage firm that
specializes in matching buyers and sellers. The company
was founded in 1986 by Eldon Brustuen, former Director
of International Trade for the Minnesota Trade Office.

Originally profiled in the 1998 edition of this report, the
company is involved in business ventures throughout
Asia and in South Africa. Currently, its most significant
market is in China, where the company established a
publishing joint venture with China’s leading publisher of
economic information.

Vice President David Melander cites understanding of
the target market and furthering the knowledge of his
clients about those markets as paramount to Brustuen
International’s success. For example, understanding the
purposes behind Chinese regulations makes them more
transparent and easier with which to comply.

Melander predicts many U.S. competitors will enter the
China market once there is more openness in the pub-
lishing field. “We see PNTR as vital to integrating China
into the world economy for now, and to moving it towards
more democratic gov-

ernment structures

into the future. There

is a direct connec-

tion.”
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DH Pacific, Ltd.
Gahanna, Ohio
E.H. Tripp Decker, President

Industry: Consulting

Number of U.S. Employees:
2 staffers representing
the employees of 3 client
companies

Major Services to China: Consulting services for
drug, biotechnology, medical and laboratory
companies

Years of Involvement in China: 4

Says DH Pacific, Ltd. President Tripp Decker, “We help
young hiotechnology companies use the China market to
gain the experience of being a full commercial company
so they can later bring those skills back fo the United
States to develop business at home.” DH Pacific, Ltd.
helps smaller companies accelerate their growth via
pathwvays other than the oft-used, low-revenue option of
aut-licensing of technalogy to large pharmaceutical and
device companies.

“We assist our biotechnology clients to arrange agree-

ments whereby large companies get the rights to devel-
op a drug, but where the China market is excluded from
the package. The small companies continue to develop

the products in China, generally funded by joint venture

partners, and learn to build a commercial business.”

Decker says that his clients’ sales stand to grow consid-
erably when China implements the terms of the U.S.-
China WTO agreement. “The agreement minimizes the
risk of doing business in China and reduces the uncer-
tainties of working together with joint venture

partners. Finding cures for diseases should be consid-
ered a ‘mankind’ issue and

U.S.-China cooperation in

this area should be encour-

aged.”

Digital Storage, Inc.
Lewis Center, Ohio

George Babyak, President
http://www.digitalstorage.com

Industry: Computer services

Number of U.S. Employees: 85

Major Products Sold to China: Optical disks and
data cartridges

Years of Involvement in China: 4

Exports to China as a Percentage of Total Export
Sales: 5% (1999}, 14% (YTD 2000}

Founded in 1986, Digital Storage, Inc. is a specialty dis-
tributor of new technology computer supplies. Its prod-
ucts include optical disks and drives, CD-ROMs,
diskettes, printer accessaries, power supply products,
and other accessories. Digital Storage is a young,
dynamic company that emphasizes the sale of high-quali-
ty, internationally known, name-brand product lines.

“China, with its sheer market size, is obviously a major
target for our company,” said Hilary Conard, Director of
Worldwide Operations. “Our business is growing quickly,
and by hiring a sales representative from China, we've
been more successful in building relationships there.”
Digital Storage does encounter certain barriers to doing
business in the China market. Says Conard, “If a
prospective Chinese partner company is not large
enough to have its own distribution network, we can't do
husiness with them. And high tariffs on our products limit
our competitiveness.”

Winning significant tariff reductions and the right to distrib-
ute its products througtiout the China marketpiace are
major reasans Digital Storage believes the U.S.-China WT0
agreement s critical to its future success in China. Unless
Congress approves
permanent normal
B trade relations with
| China, however, only
l— Digital Storage’s over-
ON seas competitors will
be able to take advan-
tage of these benefits.




DTI Peer

Benton Harbor, Michigan

Arthur L. Anderson, Division President
http://www.dtipeer.com

Industry: Manufacturing

Number of U.S. Employees: 117

Major Products Sold to China: Welding machines
Years of Involvement in China: 1

Exports to China as a Percent of Gross Sales: 5%

“Our business ¢an grow in China with passage of PNTR.
We are successful now because we produce highly reli-
able equipment, and because we are a U.S. company,
we have credibility,” comments Arthur L. Anderson,
Division President of DTI Peer. The company produces
single station, custom welding machines used to manu-
facture other products.

DTl Peer entered the China market by selling equipment
to U.S. companies with factories located in China. These
manufacturing facilities produce compressor compo-
nents for heating, ventilation and air conditioning {HVAC)
systems for use in China. DTI Peer machines also manu-
facture companents far the domestic Chinese appliance
industry, and automotive seating and storage shelving.

Anderson notes that the rapid development of the
Chinese market and the supporting infrastructure will
lead to increasing demand for manufactured products.
However, duties imposed by China on U.S. products
make it difficult to sell competitively to Chinese compa-
nies. “We need PNTR to lower the barriers. China is a
developing market that needs to be served by someone,
somewhere in the world. Why not us?” asks Anderson.
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Holophane

Newark, Qhio

John Morgan, President
http://www.holophane.com

Industry: Lighting

Number of U.S. Employees: Approximately 900 in
Newark, Utica, Pataskala, and Springfield, OH;
and Austin, TX

Major Products Seld to China: Industrial and
roadway lighting equipment

Years of Involvement in China: 5

This mid-sized company wan one of the contracts fo light
the heltway around Guangzhou, the southern Chinese
city just across the border from Hong Kong.

“The massive project is the equivalent of lighting the |-
270, 1-71, and I-70 interchanges around Columbus, Ohio,”
exclaims Thomas Salpietra, Holophane's Director of
Worldwide International Sales. “Our participation in this
project has allowed us to boost production and employ-
ment at home.”

The company's first foray into the China market was on a
trade mission five years ago. Thanks to that trip, and with
the help of the Bhio Department of Development, the
comﬁany made a number of valuahle business contacts.
In 1998, Holophane opened an official Representative
Office in Shanghai, and shortly thereafter, won the road-
way lighting contract. China now represents the compa-
ny’s single largest roadway lighting systems market out-
side the United States.

How will China’s entry into the World Trade Organization
{WTO) affect Halophane's bottom line? Salpietra explains,
“We will be much more competitive when tariffs on our
products come down by 15%. And there
are now only 16 government-approved
: trading companies that can import
goods. If China enters the WTO0 and
Congress passes permanent normal
trade relations, we will be able to reach
: our ultimate customers directly.”
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Lyonhurst, Inc.
Birmingham, Michigan
Donald L. Bush, President

Industry: Computer Setvices

Number of U.S. Employees: 23

Major Products Sold: Computer Aided Design
Software

Aithough not doing business directly with China,
Lyonhurst, Inc. provides computer services to the com-
mercial division of the primary U.S. aircraft manufacturer.
The Boeing Corporation provides high accuracy engi-
neering documents and Lyonhurst converts them into
intelligent computer files.

Lyonhurst would expect a 20-30% increase in employ-
ment resulting from the broad expansion of business in
the China market that Boeing expects after passage of
PNTR. Thus, the fortunes of this high technology compa-
ny are very closely tied to the market prospects of its
largest customer.

Founder and President Danald L. Bush believes that fail-
ure to pass permanent normal trade relations will “drive
China into the arms of Airbus {Industries}, thereby abdi-
cating to the Europeans the fastest growing market for
our fargest U.S. exporter.”

“PNTR will benefit small businesses in a number of ways,
but t would like to stress two important areas. First, PNTR
‘means more exports to China by American businesses — of
all sizes. While many businesses will see expanded opportu-
nities to export &rectly to China, others will benefit from
the goods and services they supply to larger companies that
do business with China. Second, small businesses will gain
from the application of WTO rules to China. Family compa-
nies, with limited resources, often cannot meet the current
challenges of China’s complex import regulations, The
greater transparency and compliance China has agreed to
through PNTR will make it easier for small American compa-
nies to enter the Chinese market.”

—Rep. Tim ). Roemer {D-IN-3)

R
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Malichi International, Ltd.
Indianapolis, Indiana
Toby Malichi, Founder and President

Industry: International business development

Number of U.S. Employees: 3, Representing client
companies in Washington, DC; Miami, FL;
Chicaga, IL; Indianapolis, IN; and New Yark, NY

Major Services Sold to China: Coal Technology

Years of Involvement in China: 4

Services to China as a Percentage of Total

Business: 15-17%

Founded in 1982, Malichi International, Ltd. is an inter-
national business development, cutsourcing, and trade
representation firm that helps to secure sales and project
contracts for its clients and partners. The recipient of
numerous small business and procurement awards,
Founder and President Toby Malichi manages long-term
business relationships, and sees the China market as
holding much promise for American companies, particu-
larly the smalf and mid-size firms that are his primary
focus.

“I have found the Chinese to be guite receptive to work-
ing with small and medium-sized enterprises. They seem
determined to help us arrive at a mutually beneficial busi-
ness relationship,” he notes. Malichi became involved in
the China market in 1996, working an behalf of a client
whose technology is used to make brisquettes of coal
that emit very low smoke. The concept was very well-
received by the partner Malichi identified in North China,
an area that depends heavily on burning coal for fuel and
which must cope with the associated pollution.

Malichi did encounter challenges related to requests to
transfer his client’s technology, but secured an arrange-
ment that served his U.S. client’s best interests. Financing
issues are still being finalized, hut the ventures, which
will be worth $40-60 million in earnings annually per proj-
ect, will benefit both the U.S. firm and China’s environ-
mental protection gfforts. Malichi emphasizes that secur-
ing permanent normal trade relations with China is an
overriding concern for him and investors in his projects.
“These types of mutually beneficial partnerships won't
be possihle if we don't put the U.S.-China commercial
relationship on a sound footing.”
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'he Midwe

Prestige Enterprise Iinternational
Cincinnati, Dhic

Charles Gabbour, President
hitp:/fwww.prestigefloor.com

Industry: Building

Number of U.8, Employ 14, plus 25 ¢
emplovees selling goeds produced in
Arkansas, Tennessee, Michigan, Ghio and
Wisconsin,

Major Product Sold to China: Hardwaod floors

Years of Involvement in China: 13

Exports to China as a Percentage of Total
Production: 2%

Jefirey Gabbour, Vice President of
Prestige Enterprise
International, emphasizes the
importance of taking a long-term
approach to doing business in

¥ China, and of heing conscious of
the unigue features of China's dif-
ferent regional

markets. “Someone who tefis you they can seff vour
goods in Shanghai probably isnt the ane who can do the
30 Dbestjob for you in Beijing or Xian.”

Ve el

Prestige Enterprise Inten d floor prod-
uets were selected by Shanghai officials to be used in
ihe China National Games in 1397. Gabbour stresses the
importance of relatienships in China, anc the need to
meet face-to-face with potential husiness partners. To
win the National Games contract, company representa-
tives had multiple meetings with Shanghat officials, and
sent someone ta China at the time of the supply and
installation of goods.

Prestige Enterprise international does not yetengage in
daily distribution in China. if China joins the Werld Trads
Qrganization and Gongress passes permanent normaf
trade relations (PNTR), itwill he possible for U.S. compa-
nigs ta distribute Made-in-USA goods, and to take
advantage of the range of services refated to distribu-
tion, such as warehousing and after-sales service.
Gabhour adds that passage of China PNTR will aiso
mean American companies will be viewed as long-term,
reliable partners.

Processed Plastic Company
Montgomery, lllinois

David R. Bergman, President
hitp://wwwv.processedplastic.com

Industry: Manufacturing

Number of U.8. Employees: Approximately 350

Maijor Products Purchased from China: Toy parts
and assemblies; manufacturing teols

Years of Involvement in China: Over 16

Percentage of Gross Sales from China Imports:
15%

Processed Plastic Company is a U.S -based toy manu-
facturer that is benefiting from the growing U.S. import
trade with China, The company purchasas complete toy
parts and assemblies from China, in addition to tecls
used to manufacture toys, Once the parts arrive inthe
U.8., they are incorporated as value-added components
that comprise 30% of the manufacturing process.
Completed tays are then exported to the Mexican and
Canadian markets.

Company President David B, Bergman notes that gener-
ally, the quality of products purchiased in China is good
and improving over time. He has visited China regularly
and remarks on the vast changes in the guality of iife of
typical Chinese workers, “) did not see anything but good
clean living conditions, and can say that standards have
improved in the last 20 years.”
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Roto-Rooter Corporation
West Des Moines, lowa

Gary Burger, President
http://www.rotorooter.com

Industry: Plumbing

Number of U.S. Employees: 45

Years of Involvement in China: Less than one
year

Expected Product Sales to China: Sewer and
drain cleaning equipment

Roto-Rooter Corporation is the world franchising head-
quarters of Roto-Rooter Inc. This subsidiary of the warld's
leading plumbing service company manufactures sewer
and drain cleaning equipment for export to international
franchise licensees in several international markets.

In 1999, the company signed a master franchise agree-
ment for Roto-Reoter (China) Limited, a Hong Kong-based
company. While operations are presently in the start-up
phase, Roto-Rooter Corporation forecasts that the China
market could became its [argest international franchise,
without exception. Annual gross export sales of 20-25%
of total export sales are expected over the next five
years.

Bergman cites the inexpensive costs of products avail-
able to U.S. manufacturers as the primary attraction of
the China market. While customs and bonding has been
a continual saurce of concern, the lower costs of
importing toy parts and assemblies enables Processed
Plastic Company to maintain jobs at its U.S. factory.

Over the past five years, 50 U.S -based jobs were creat-
ed as a direct result of trade with China. Pracessed
Plastic Company expects continued growth after pas-
sage of PNTR with China.

Roto-Roater Corparation believes that China offers more
potential than any other market in the world. This
assessment is based on the rising standard of living in
China and a growing appreciation for service thatis
developing among Chinese consumers. In a culture that
values the relationship established between business
and consumer, Roto-Rooter Corperation has invested
much time in building a relationship with its master fran-
chise partner, based in Hong Kong. While negotiating the
1999 master franchise agreement, Roto-Rooter (China)
Limited representatives stressed that their ability to
expand the Roto-Roater business in China would certain-
ly be enhanced if the U.S. had a productive relationship
with China.

Director of International Development Paul Barkman
sums up the importance of stable trade relations with
China to Roto-Rooter Corp’s prospects in the China mar-
ket. “Passage of PNTR with China will only enhance our
master franchise’s relationship with prospective Roto-
Rooter sub-franchisees throughout China.”
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Snider Mold Company, Inc.
Megquon, Wisconsin

Tim Mieritz, President
http://www.snidermold.com

Industry: Manufacturing

Number of U.S. Employees: 50

Major Products Sold to China: Large molds for
molding plastic components for the automo-
tive, seating, and material handling industries.

Years of Invoivement in China: 20

Exports to China as a Percentage of Gross Sales:
Approximately 10%

Snider Mold Company, Inc. started its China business
about twenty years ago by partnering with other compa-
nies to put together a turn-key package for molds, includ-
ing product design, tooling, molding press, and training.
The company has also exported its products to Latin
American and European countries, and typically supplies
multinational corporations, including General Motors,
Nissan, and Volkswagen. Snider Mold Company is just
ane example of how large companies create numerous
opportunities for small and medium-sized firms.

While the China market has been a good source of busi-
ness for the company, it also presents challenges. The
duty on metal molds is presently 12% or 37%, depending
on the type of product produced. A lack of clear and
consistent guidelings on how to do business in China
has also been a frustration. Director of International
Marketing James Meinert comments, “We could easily
double our business with some consistent rules to work
with, even if they are not perfect!” Meinert locks for-
ward to the tariff reductions and increased clarity in
China’s rules and regula- m
tions associated with the

country’s pending entry

into the World Trade

Organization, and hopes

that the Congress extends |

permanent normal trade

relations to China so that

Snider Mold Company

can take advantage of

those benefits.

TradeCom International, Inc.

Solon, Ohio

Edward S. Benhoff, Chairman
http://www.imex.com/wdiyc/members/trade-
com.html

Industry: Export marketing

Number of U.S. Employees: 4

Major Products Sold to China: Paint tools

Years of Involvement in China: 5

Exports to China as a Percentage of Gross Sales:
2%

“This country gives up absolutely nathing and gains
everything. By opening the market, China becomes a
greater part of the world,” comments Edward S. Benhoff,
Chairman of TradeCom International, Inc. While he has
engaged in trade with China through Hong Kong for
nearly 15 years, the restrictive costs of tariff and non-tar-
iff barriers to the China market result in lost business for
his current enterprise. TradeCom International earns 99%
of its revenue fram exports, but just 2% of that total
comes from sales to China.

Benhoff attributes the importance of knowing the cus-
tomer and providing service according to customer’s
needs as the reasons for his success in export markets
around the globe. TradeCom International’s current
Chinese client was contacted through a business refer-
ence. After six months of relationship building and coun-
try visits by both parties, he is exporting container loads
of painting tools to China. Previous deals included ship-
ments of glues and adhesives.

When Congress votes for passage of permanent normal
trade relations, Benhoff anticipates a doubling of
b his company’s business in China within the first
year after apening China’s markets. “We can more
easily influence the Chinese through open mar-
| kets, rather than [eaving them isolated.”
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“The U.S.-China relationship is at a crossroads, The United

States has everything to gain and nothing to lose by approv- - \\

Tramce, Inc ng PNTR, and you need to look no further than my home
'y .

Wichita, Kansas
Leon Trammell, Founder and Chairman

state of Kansas to see that. In 1998, Kansas farmers exported
$57.9 million worth of agriculture goods to China. This new
agreement increases market access for corn, beans and
hﬁp {www.trameoinc.com wheat, and USDA estimates that China could account for 37

perent of futuve growth in agriculture exports, Clearly the
Industry: Manufacturing
Number of U.S. Employees: 150
Major Productl(s) Sold in China: Conveying equip-
ment
Years of Involvement in China: 15

stakes ave high”
~-Sen, Pat Roberts (R-KS}

Trameo, Inc. manufactures and sells high-preduction
conveyer product lines. When Tramco first went to
Ching, the grain industry's idea of transporting grain
was “one farmer or gardener, one sack of grain and
ane bicycle.” Five years ago saw the beginning of the
construction of a system of what the company calied
country elevators.

They were primarily employed in ship cargo areas.
Tramco would like to believe that China is leaving a peri-
ad of “labor intensity” and entering a period of “brain
intensity.” Obviously, this shows great promise for a man-
ufacturer of high-quality, labor-saving equipment. Today,
Trameo’s involvement in China is as a supplier of engi-
neering and manulacturing expertise to provide convey-
ing equipment to a ship unleading facility in Yingkou. This
project is one of many financed by the World Bank. With
these funds, China is finishing up the greatest grain sys-
tem expansion the world has ever known. It should be
noted that in part due to Congress’ annual NTR renewal
process, no U.S. design and engineering firms have been
involved in these projects. Most of the

waork goes to Canada, England, Australia

and the Netherlands. The current NTR

activities take away two qualities that

Tramee expects in a long-run client rela-

tionship: continuity and consistancy. g

Withholding permanent NTR status from
China restricts Trameno's ability to com-
pete and does not punish China,
because-the world's Jargest potential
marketpface will bﬁy from some other
country. The peopls being punished are
American manufacturers and engineer-
ing experts.
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Action Instruments, Inc.
San Diego, California

Frank Williams, President
http://www.actionio.com

Industry: Industrial instrumentation

Number of U.S. Employees: 175

Major Products Sold to China: Control
instruments and industrial 1/0
{input/output) systems

Years of Involvement in China: 15

Exports to China as a Percentage of Total Export
Sales: 6%

Action Instruments, Inc. is a world

leader in the design, manufacture and

distribution of electronic signal condi-

tioning and process control instrumen-

tation. Its primary lines of business are

factory automation and the process

control industry, which the company

views as growth industries for China. In

just the past twa years, Action Instruments has increased
its staff by 10%.

While the Asia Pacific Rim Region is an important part of
Action Instrument's business, the company considers
China ta be its most significant market outside of the U.S.
The company has developed long-standing relaticnships
during more than 15 years of doing business with China,
Major Exports —West Region : establishing and investing in three joint-venture compa-
Transportation Equipment i nies located in Hong Kong, Shanghai and Dalian.
Industrial Machinery and Computers
Electric-and Electronic Equipment Under the U.S.-China World Trade Organization agree-
ment, China would cut tariffs on American electronics by
56% to an average of about 7%. Action Instruments antici-
pates that its export sales to China would double if
Congress votes in favor of PNTR.

Scientific and:Measuring Equipment
Paper Products
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Divections, inc.

Honolulu, Hawaii

James A. Hawkins, President and CEQ
http://www.directions-inc.com

Industry: Education

Number of U.S. Employees: 3, also work with 9-90
subcontractors as needed

Major Service Sold to China: Training programs
in various fields

Years of Involvement in China: 2

“Passing PNTR places twe of the world’s greatest
economies, and powers, on common ground. It is far
better to be partners in business than adversaries in
war,” states Jim Hawkins, President and CEO of
Directions, Inc. The company provides distance training
programs in the fields of aviation maintenance, execu-
tive management, and international business, among
others. Directions began doing business in China in 1998
as part of a contract to support American aircraft manu-
facturing companies. Business has rapidly expanded as
the Chinese government addresses training needs
throughout its emerging economy.

Last year, the company’s percentage of gross sales due
to total exports was approximately fifty percent.
Speaking conservatively, Jim Hawkins believes that his
business would triple if PNTR is extended to China. In his
experience of doing business in China, he has found that
patience, willingness to see the other side’s perspective,
and quiet reserve are the most powerful business tools.
“China reveres its traditions, its customs, and its philoso-
phy, and we can learn a lot from each other,” notes
Hawkins.

“B} going diyec{ly o smalland jnegiiu ﬁusijneéses én_ri

- getting thelrinput on the benefits of China trac!e, t}yq vs.

Ch’am'ber'of Commerce has,goﬂenrﬂle <traight siévy. Inmy

o state of Californta,

- firms exporting to China, over 84%

s_maﬁ and ‘me‘dium' enieipﬁées. Exp
America’s small biisinesses to china’s huge market will.

aintain ouy prosperity

Faber Enterprises, inc.
Canoga Park, California
Ron Spencer, President

Industry: Industrial manufacturing

Number of U.S. Employees: 145

Major Product Sold to China: Aerospace tubing
Years of Involvement in China: 10

“We have been a supplier to Boeing for forty-five years,
and as their business with China has grown, so has
ours,” comments Ron Spencer, President of Faber
Enterprises, Inc. This manufacturer has embraced the
Lean Manufacturing principles to create superior value-
added tubing products for aerospace companies. Faber
also exports to Germany and France, but views China as
the market with the most potential.

Behind many major multinational company trade suc-
cess staries are hundreds of smaller companies like
Faber. Spencer comments, “We want to maintain our
long-term growth relationship with both Boeing and
China. Thus, PNTR is the only correct choice. It is better
to trade with China and keep them close. This will further
peace and security in the world.” Spencer believes that
removing Chinese trade barriers to Faber's products
could add 5% to its bottom line.
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Loveland, Colorado
Eimar lllek, President
http://www.hach.com

Industry: Environmental controls and testing

Number of U.S. Employees: Over 800 in Loveland,
CO and Ames, 1A

Major Products Sold to China: Scientific instru-
mentation and testing equipment

Years of Involvement in China: Over 25

Exports to China as a Percentage of Gross
Annual Sales: Over 10%

Hach Company develops, manufactures and distributes
chemicals and analytical instruments that measure the
quality of drinking and wastewater. The Asia region is
the company’s largest market, with China fast becoming
the largest export destination after 15 years of steadily
growing sales.

Alarge percentage of Hach’s products are sold to gov-
ernment and industry labs, primarily for wastewater
treatment applications. According to Paul Goltz,
Manager, International Sales and Marketing,
“Stabilization and betterment of the environment in China
is becoming a higher priority among government and
business, with new regulations taking effect and increas-
ing enforcement.”

Despite a 17% tariff on instruments and chemicals and
an additional 11-15% value-added tax, the Chinese prefer
to buy Hach Company products, which are regarded as
well-designed and accurate. Goltz predicts sustained
growth for the company, with sales to China increasing
at a double-digit rate (20-30% per annum), unless an
obstacle is placed in front of the company.

“PNTR would encourage multinational com-
panies to make investments in China,
leading to increasing development and
added business for Hach Company,”
remarks Goltz. “Alternatively, if Congress
does not pass PNTR, our competitors

from Europe and Asia are poised to take
advantage of the momentum of demand,
which is already building for environmen-
tal products.”

Twin Falls, ldaho

Herh Harney and
Tamara Hamilten-Harney, Owners
http://www.hmi-mfg.com

Industry: Manufacturing

Number of U.S. Employees: 11, based in Idaho
and California

Major Products Sold to China: Hydro seed mulch
and insulation

Years of Involvement in China: 1

Exports to China as a Percentage of Gross Sales:
1999 = 5%; 2000 estimate = 15-20%

“It's about the friendship. The Chinese are interested in a
strong and trusting relationship before they are interest-
ed in a price or product. It took us four trips to China and
a great deal of time, effort and planning to create our
vision of our business there,” comment Herb Harney and
Tamara Hamilton-Harney, owners of Hamilton
Manufacturing Inc.

Based in Idaho’s Magic Valley, the company manufac-
tures hydro seed mulch and cellulose insulation convert-
ed from recycled newspaper, and supplies equipment to
apply those products. Primary applications are residen-
tial and commercial insulation, landscaping mulch for
residential and commercial revegetation, as well as ero-
sion control and revegetation of reclaimed land.

Hamilton Manufacturing envisions a cooperative and
mutually beneficial relationship for the future in working
with their Chinese partners. While other countries show
growth potential for the company's full line of products
and equipment, China clearly represents the largest mar-
ket for the company over the long term.

Herb Harney and Tamara
Hamilton-Harney anticipate that
passage of PNTR with China and
China’s acgession to the WTO will
fuel their tompany’s growth.
Staffing is expected to increase
by 30% in the coming year to bet-
ter manage new business oppor-
tunities in China.




Tacoma, Washington
Jeff Gellert, President
http://www.jesse-wallace.com

Industry: Manufacturing

Number of U.S. Employees: 150

Major Product) Sold to China: Pipe fabrication
machinery for shipbuilders

Years of Involvement in China: 8

Exports to China as a Percentage of Gross Sales:
Approximately 12%

Jesse Engineering Company's products are used in
many industries, but the principal ones are ship-building
and boiler manufacturing, where the company provides
the pipe and tube cutting, welding and bending machin-
ery. Its praducts go to many countries around the globe,
and 1992 saw the first sale of Jesse Engineering equip-
ment to China. Now the company’s mast significant
export destination, China represents more than 50% of
the company's exports.

Jesse Engineering attributes its success in China to treat-
ing customers fairly and respectfully before and after the
sale. In accepting the 1997 Glebe Award from the World
Trade Center in Tacoma, Washington, Vice President and
Founder Darrell W. Jesse told his employees, “cultural
differences probably present more difficulty than the
basic [anguage barrier, which can be solved by transla-
tors... All phases from design and manufacturing through
testing and installation must be handled in the best possi-
ble manner, despite any cultural communication prob-
lems.” Jesse locks forward to putting U.S.-China relations
on a stable and secure foating with the passage of PNTR,
and sees the associated increase in bilateral trade as
benefiting his company and others like it.

& KIC
Vancouver, Washington
Gregory R. Hatton, Co-Owner
http://www.kic-group.com

Industry: Distribution

Number of U.S. Employees: 12 in Vancouver, WA;
3in Laredo, TX

Major Product Sold to China: Components far
truck-trailer manufacturers

Years of Involvement in China: 14

Exports to China as a Percentage of Gross Sales:
Approximately 10%

The KIC Group sells Made-in-USA trailer components to
a KIC-owned company in China, which then provides
additional value-added components for ulfimate distribu-
tion hoth in China and Southeast Asia. In its first business
transaction with China in 1986, KIC sold a technical pack-
age of engineering and manufacturing equipment to a
trailer manufacturing company that is now KIC's largest
customer in China.

KIC attempted to enter Chinese markets to export fully
assembled trailer axles to Chinese customers. Observes
Co-Owner Gregory R. Hatton, “"Due to import duties of
over 27%, we were not competitive with locally-manu-
factured products, even though Chinese customers pre-
ferred U.S. technology. We determined that to best
access the market, it was necessary to provide some
local content. After implementing this program in 1997,
KIC sales in China have doubled each year.”

Hatton fully expects that when China reduces its tariff
and non-tariff barriers, KIC sales will grow geometrically,
as the company will be able to leverage sales to all of
Asia. Offering some advice to other small businesses
contemplating entering the China market, Hatton coun-
sels, “Do not expect fast success in either sales or prof-
its. Getting to know your trading partners is as important
as people tell you. Long-term investment in time and
effort will pay off in the long run.”
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! “Securmg China PNIR i isa Kéy. component to contmuing our

nation’s longest economic expansion— an economic expanslcn

i thathas raised the standard of living for working Amiericans across: \

M. Brashem, inc.
Tacoma, Washington
Martin Brashem, President

Industry: Import and distribution

Number of U.S. Employees: 7

Maijor Products Imported from China:
Graphite, carbon and steel products

Years of Invelvement in China: 12

M. Brashem, Inc. imports and distributes graphite and
carbon items that are used in steel and aluminum pro-
duction. The company first began doing business in
China in 1988. Although the company works with manu-
facturers in other countries, China represents the largest
share of its business. Marvin Brashem, Vice President,
reports that the success of his company is in part due to
having a full-time employee in Beijing, which creates an
everyday presence in the marketplace. He also spends a
great deal of time working with manufacturers in an
effort to meet each customer’s specific requirements.

If China is extended PNTR, Brashem believes that his
company will be able to increase two-way trade with
China, including selling some finished products and raw
materials for the products that they buy from China. “As
the most populous nation in the world, it is essential that
the United States extend PNTR to China. We can already
see the vast
changes
that China
has made
politically
and socially
from the
influence of
the western
world,”
notes
Brashem.

i and: Intemet :ompames ace

the country: the techndlogy Sectarhas béen a driving force behind
s period of unple:edented e(onormc growth and. the Chma Wro: .
<cession agveement will gwe s tele:ommumcahons. software

to Chma ’s 1.2 bilkion people.

MallCat.com

North Hills, California
Scott Spooner, Principal
http://www.mallcat.com

Industry: E-Commerce

Number of U.S. Employees: 5

Major Products Imported from China:
Merchandising and gifts for resale

Years of Involvement in China: 2

MallCat.com is a “new economy” enterprise that owns
and operates an e-commerce site. Although its opera-
tions commenced in January 2000, founder Scott
Spooner has been invalved in previous ventures with
Chinese companies. Mallcat.com offers products from
manufacturers for direct sale to the general public.
Among the featured manufacturers are some that repre-
sent products from Chinese companies. While
Mallcat.com seeks out great deals from around the globe
for its users, trade with Chinese companies is currently
the most significant of any country represented.

MallCat.com has found that products coming from
Chinese companies have lower wholesale prices than
those same praducts coming from other countries. “We
offer products at retail price points,” says Spooner. “Our
ahility to offer lower retail prices — because of the lower
wholesale prices — allows us to offer greater value for
our customers and thus create a greater volume of sales
for our company.”
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Honolulu, Hawaii
Manuel C. Menendez, Chairman

Industry: International trade and business devel-
opment

Number of U.S. Employees: 50

Primary Business in China: Consulting, trade
and investment

Years of Involvement in China: Over 20

Business with China as a Percentage of Gross
Sales: 40%

“In all of our ventures, we are communicating and doing
business at a world standard, moving China towards the
rule of law, so that the business agreements are mean-
ingful and enforceable,” notes Manny Menendez,
Chairman of MCM Group Holdings, Ltd.

Since the late 1970's, Menendez has negotiated business
deals in the China market, including development of joint
venture partnerships, technalogy transfers to help with
infrastructure and financial development, and export
deals for placement of U.S. products in China, some
directly benefiting the local Hawaiian economy. MCM
Group Holdings counts among its successes aver 20 joint
ventures and other cooperative agreements with the
People’s Republic of China.

Menendez attributes his company's success to a number
of factors, including understanding the needs of the mar-
ket, choasing the right local partner, maintaining flexibili-
ty in thought and approach, and due diligence conduct-
ed on potential business partners in China.

Menendez cites world peace through world trade as his
business philosaphy. An advisor to Fortune 500 corpora-
tions, he is unequivocal in his support for Congressional
passage of PNTR and the benefits for American busi-
ness. “Currently, there are many categories under which
the duties are onerous and act as barriers to trade:
PNTR with China will create a level playing field where
duties are uniform among WTO members, providing
equal access for American companies to markets and
specific industries in China.”

; counterfeiting of

Ligat b ¥
Spokane, Washington

Steve McGrew, President
http://www.iea.com/~nli

Industry: information and technology

Number of U.S. Employees: 7

Major Products Sold to China: Anti-counterfeit
labels and laminates

Years of Involvement in China: 11

Exports to China as a Percentage of Gross Sales:
15%

“To a small high technology business, China is the land of
apportunity,” declares Steve McGrew, President of New
Light Industries, Ltd.

Founded in 1988, New Light Industries is engaged in the
growing domain of protecting intellectual propetty rights
and the trademarks of products made and sold in China.
The Spokane-hased company first entered the China mar-
ket in 1989, installing hologram production systems for the
manufacturing of anti-counterfeit labels and [aminates.
While New Light Industries licenses technology interna-
tionally, its most important export market is China, where
it has established a [eading reputation by providing top
quality service, technology, and products to its clients.

McGrew anticipates increasing demand for New Light
Industries’ products. “China needs our anti-counterfeit
technology to protect the trademarked names of many
diverse products, ranging from wine, to bicycles, to jewel-
ry.” The passage of PNTR and the removal of trade barri-
ers will find more American companies exporting their
products to China. New Light Industries looks forward to
providing both
American and
Chinese manufactur-
ers with the technol-
ogy to preserve intel-
lectual property
rights and prevent

brand-name prod-
ucts.




209

Portland, Oregon
Jin Lan, President
http://www.chinaselections.com

Industry: Publishing

Number of U.S. Employees: 4

Major Service Provided in China: Copyright and
Translation Rights

Years of Involvement in Ghina: Over 3 years

Exports to China as a Percentage of Gross Sales:
50%

Founder and President Jin Lan worked for seven years
on U.S. book export and copyright protection issues in
the U.S. book industry. He opened Octaxias Company,
LL.C. to capitalize on the opportunities afforded by the
U.S.-China Agreement on Intellectual Property Rights
{IPR). Octaxias purchases U.S. copyrights for translation
and co-publication in China and defends its clients’
standing against infringement. Since 1997, the company
has signed nearly one dozen copyright agreements with
American publishers to have their works printed in
Chinese.

Copyright purchases by Chinese publishers generate a
profit for American companies. Lan believes this creates
awareness and respect for intellectual property protec-
tion, which is critical for American companies conduct-
ing business in China. “Dealing with intellectual property
rights is the perfect business to promote relationships
between Chinese and American people,” says Lan. “It
increases understanding hetween peoples.”

- As published matter from the U.S.
1 ;' becomes more widely available in China,
Lan sees unlimited opportunities for his
w1 husiness in the coming years. While
% Octaxias has dealt with piracy of clients’
i licenses, it also reports progress in
enforcement by the Chinese government.
“The U.S.-China PR Agreement shows
that China js making strides toward
greater respect for intellectual property
rights. Congressional passage of perma-
nent narmal trade relations with China will further
strengthen U.S. companies’ rights,” comments Lan.

Qrem, Utah
Eric J. Ruff, CEO

hitp://www.powerquest.com

Industry: Computer saftware development

Number of U.S. Employees: 330 U.S -based
employees in Alabama, California,
Connecticut, Idaho, lllinois, Massachusetts,
Michigan, Minnesota, Nebraska, New Jersey,
Ohio, Texas, Utah and Washington

Major Products Sold to China: Drive image
special edition, PartitionMagic

Years of Involvement in China: 2 years

Percentage of Gross Sales Due to Exports: 51%

Gross Sales to China as a Percentage of Total
Export Sales: Less than 2%

Recently returned from a husiness trip to China,
PowerQuest Corporation CEQ Eric J. Ruff discovered
that the company's partners in China are very eager to
work with their American counterparts. “They are anx-
ious to make whatever cultural and governmental
changes are necessary to ensure a successful business
relationship.”

Establishing long-lasting business relationships are a
top priority for this high technology success stary.




PowerQuest develops and markets softwara solutions
that help information systems professionals install, pro-
tectand manage data storage devices.

Already successful in other international markets, the
company was in-roduced to the Ckina market in May
1998 as a participant in a U.S. Department of Commerce
industry trade mission to five cities throughout China.
By December 1998, PowerQuest had esteblished an
office in Beijing to market the company’s products.
Working with business leaders in Changzhou,
Powerluest identified manufacturing and distribution
partners, and established a training and support facifty
in this eastern Chinese dis-
trict

While exports to China
account for less than 1%
of gross sales, Ruffis
optimistic about his cem-
pany’s future in China.
“China is an emerging
marketplace with huge
potential and an insa-
tiable appetite for tech-
nology, When current
trade barriers are
removed, we will be able
B to accelarate the
achievement of our business objectives.”

ifornia
Bill Rombeau, President
http:/Avww.sportstutar.com

Industry: Manufacturing

Number of U.S. Employees: 20

Major Product Sold to China: Tennis ball
machines

Years of Involvement in China: 11

China Exports as a Percentage of Gross Sales:
%

Sperts Tutor, Inc. manufactures and sells tennis ball,
baseball, and soccer and volieyball throwing machines,
The i started prospecting for b in China
gver a decade age by attending trade shows, direct
mailing to trade show attendees, and advertising in
sports publications distributed around the world.
Although its business in China is limited at present,
Sports Tutor views China as a major market of the future.
Says President Bill Rombaay, "We viaw the China mar-
ket as having great potential, although in China the ten-
nis market is currently very underdeveloped and our
product is expensive.”

Exparts account for a quarter of the company’s sales,
which are shipped to custorters around the globe. A
strong believer in international trade, Rombeau adds,
“International trade develops friendships for life, and
contributes to world peace.” He believes congressional
extension of permanent normal trade relations for China
will help Sports Tutor increase sales and continue to
expand employment.

| Sports Tuter expects to grow its China
business by applying the same formula
it has used in other markats: seople,
products, and persistence. Says
Romb “Most successfuy D
start with a core group of commitied
people, folowed by quality products
backed hy excellent service, combined
with the persistence to achieve suc-
cess.”
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U.S. Chamber of Commerce

With a particular focus on greater
outreach to small businesses, the
International Division of the U.S.
Chamber of Commerce plays an
integral role in improving the ability
of U.S. business to compete in the
global marketplace. By keeping
members informed of the latest
changes occurring around the
world, the International Division
gives companies the tools they
need to succeed. Call the
International Division at 202/463-
5460 to learn about our many inter-
national trade publications or to
speak to a Chamber regional spe-
cialist. Visit the U.S. Chamber’s
website at
http://www.uschamber.com.

Export-kmport Bank

The Export-lmport Bank of the United
States (Ex-Im Bank} is an independ-
ent U.S. Government-held corpora-
fion that helps finance the overseas
sales of U.S. goods and services. Ex-
Im bank provides a level playing field
for U.S. exporters by providing work-
ing capital guarantees and export
credit insurance to creditworthy
small and medium-sized companies,
and guarantees of commercial and
direct loans to foreign buyers of U.S.
goods and services. For more infor-
mation, call 800/565-EXIM. To abtain
information on Ex-Im Bank's short
and medium-term programs in Asia,
call their 24-hour Asia Hotline at (800)
565-3946, ext. 3905, To acquire a sem-
inar brochure and scheduling infor-
mation regarding Ex-Im Bank's hrief-
ing programs for the small business
community, call 202/562-3912. Visit
the Ex-Im Bank homepage at
http:/Awww.exim.gov (see New and
Small Business Center link).

Overseas Private Investment
Corporation

The Overseas Private Investment
Corporation (OPIC) helps U.S. small
businesses by providing risk insur-
ance for overseas investments to
protect against the risks of incon-
vertibility, expropriation, and political
violence. OPIC also provides direct
loans te small and medium-sized
businesses. OPIC's Corporate
Finance Direct Loan pravides sup-
port for overseas investments
including permanent working capi-
tal, fixed assets, and expansion of
facilities spansored by U.S. small
businesses. For more information,
call the OPIC Info-Line at 202/336-
8799 or visit the OPIC homepage at
http://www.opic.gov. To receive
information directly by fax, call the
OPIC Facts-Line at 202/336-8700.

Small Business Administration
The U.S. Small Business
Administration provides financial,
technical and management assis-
tance to help Americans start, run,
and grow their businesses. As the
nation’s largest single financial
backer of small businesses with 70
District Offices, the SBA offered
financing, training, and advocacy
services for more than one million
small business owners last year.
The SBA's Office of International
Trade {OIT) works in coordination
with other federal agencies and
public and private sector organiza-
tions to encourage and assist small
businesses to expand their export
activities. For more information, call
the GIT at 202/205-6720 or visit the
OIT website at http://www.shaon-
line.sha.gov/oit.




The SBA administers the Small
Business Development Center
Program (SBDC) to provide man-
agement and technical assistance,
counseling and training to current
and prospective small business
owners. Located throughout the
United States, the SBDCs offer
services to new-to-export, start-up
and existing small businesses. For
further information, call 202/205-
7303 or visit the SBDC website at
http://www.sba.gov/SBDC.

U.S. Agency for International
Development

The U.S. Agency for International
Development’s (USAID) Global
Technalogy Network (GTN) is
designed to assist small and medi-
um-sized U.S. companies gain
access to developing markets. GTN
facilitates the transfer of technolo-
gy and services from the U.S. to
countries worldwide through the
dissemination of trade leads. For
more information about GTN, call
800/872-4348 or visit its website at
http:/fwww.usgtn.org. Visit the
USAID homepage at
http://www.info.usaid.gov.

U.S. Department of Agriculture
The U.S. Department of
Agriculture’s Foreign Agricultural

Service (FAS) provides a number of

programs for the U.S. agricultural
industry by both expanding export
opportunities for U.S. agricultural,
fish and forest products, and pro-
moting world food security. FAS's
Market Access Program (MAP)
uses USDA's funds to help U.S.
producers, exporters, private com-
panies, and other trade organiza-

tions finance promotional activities

for U.S. agricultural products. To

find out more, visit the FAS website
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at http://www.fas.usda.gov/faspro-
grams.html or call 202/720-4327.

U.S. Department of Commerce

The U.S. Department of Commerce,
the U.S. Small Business
Administration and the Ex-Im Bank
have formed a unique partnership to
establish U.S. Export Assistance
Centers (EAC). EACs located at major
metropolitan areas throughout the
United States, are one-stop shops
that provide small and medium-sized
businesses with hands-on expaort
marketing and trade finance support.
To find the EAC nearest you, visit
http://www.ita.doc.gov (see Export
Assistance Centers or Trade
Information Center), or call 800/872-
8723 for more information.

The Department of Commerce’s
Trade Information Center (TIC}is a
valuable resource for information
about all U.S. export assistance
pragrams. TIC provides general
export counseling, country and
regional market information and
advice on export licenses and con-
trols. For more information or to
speak to a trade specialist, call
800/USA-TRADE, or visit the TIC
online at
http:/fvww.its.doc.govftic.

U.S. Trade and Development
Agency

The U.S. Trade and Development
Agency (TDA) assists in the cre-
ation of jobs for Americans by help-
ing U.S. companies pursue over-
seas bhusiness opportunities.
Through the funding of feasibility
studies, orientation visits, special-
ized training grants, business work-
shops, and various forms of techni-
cal assistance, TDA helps
American businesses to compete
for infrastructure and industrial
projects in middle-income and
developing countries. For more
detailed information, visit the TDA
website at http://www.tda.gov.
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When one thinks about the U.S.-China trade relationship, images of multinational com-
panies doing business in China often come to mind. This report speaks to another side
of the growing U.S.-China trade relationship that should not go unnoticed. It focuses on
small and medium-sized companies from around the nation that in increasing numbers
are doing business in the China market. While this report highlights only a small num-
ber of companies, it does illustrate that American companies of all sizes see opportuni-
ties in China’s rapidly growing economy. There are many more companies just like
these that are beginning to find success in China’s huge and growing market.

But one should not ignore the fact that China has been a challenging place to do
business for both small and large U.S. companies. China’s inconsistency in applying
rules and regulations and problems with enforcing contracts make doing business with
China particularly frustrating for small and medium-sized businesses. Lack of trans-
parency, import-licensing requirements, and high tariffs are also problematic. These
current challenges are why passage of permanent normal trade relations (PNTR) and
China’s entry into the World Trade Organization (WTO) are so critical.

Many of the obstacles American companies face in China will be addressed by
China’s entry inta the WTO. With commitments from China to remove tariff and non-tar-
iff barriers that currently restrict U.S. agricultural exports, insurance and other financial
services, automobiles, distribution rights, and high technology, there will be tremen-
dous new apportunities for U.S. comp China’s commitments are fully enforceable
under WTO Jaw. There is no question that, in joining the WTO, China will move in the
right direction and become a more open and transparent economy. American compa-

nies know that making China play by WTO rules is the best way to advance American
interests in this enormous market.
In its bid to join the WTO0, China, not the United States, is making all the conces-

sions. The U.S. market is already open—it is China's market that is not open to U.S.
goods and services. Upon entry into the WTO, China will make concessions that will

lead to greater opportunities for American companies and the workers that they
employ. Make no mistake: China will join the WTO with or without U.S. support.

All the U.S. Cangress has to do is pass PNTR, the same tariff treatment the United
States has extended to China for the last twenty years. Absent passage of PNTR, how-
ever, U.S. companies and workers will be placed at a competitive disadvantage vis-a-
vis our foreign competitars in Japan, the European Unien, and elsewhere. it would be a
gre'at irony if our competitors took home the benefits of the market-opening conces-
sions that U.S. negotiators fought so hard to obtain. American business—small and
large companies alike—would be set back for many years to come.
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